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THE OUTLOOK 


The War and Investments— American Labor Power—Money and 
Exchange—Liberty Bonds Below Par—Who Buys 
the Stocks ?—The Market Prospect 








NVESTORS, many of whom were prematurely optimistic, have now settled down 
to the expectation of a long war. The great question is whether the prolonged 
decline in security markets has been sufficient to measure the effects of the big 
demands upon our resources. 





Complicated Factors 
HE WAR prospect seems as far from solution as ever. Russia is apparently - 
I out of the picture, so far as any active participation is concerned. On the other 


hand, her immediate resources are so exhausted and her transportation facilities 

so poor that it is question whether Germany could draw any great quantity of 
supplies from her even if a separate peace were successfully arranged. The German in- 
vasion of Italy has been halted. The Titanic struggle on the West front continues without 
either side winning any decisive advantage. It is a test of endurance. 

The U-boat menace, though lessened, is still a vital factor. Average weekly arrivals 
and departures of British vessels in November were about 85 per cent. of those of July, 
and there can be no doubt that Allied operations are being restricted by scarcity of materials. 
The most acute lack is that of coal. [Even in this country production is being limited by 
under supplies of raw materials, while in France and Italy the scarcity of coal and gasoline 
is a very serious factor in the war lookout. 


American Labor Power 
E CANNOT apply our own labor-power as effectively as the Germans, for two 
reasons: First, because we are too far from the battle line, and second, because 
our people have not the German trait of implicit obedience to autocratic 
— authority. That idea is, in fact, the particular thing we are fighting against. 
We don’t like it and don’t propose to have it established as a world-principle. 

The result is scarcity in the midst of plenty. Our war production *- being limited 
by scarcity of coal, coke, iron, steel, transportation, shipping, etc., in spite of the fact 
that we have plenty of these resources in an undeveloped form and plenty of laber to 
develop them if it could only be induced into activity. 


Money and Exchange 
ANK LOANS are being very rapidly inflated and Federal Reserve notes in 
iB circulation now exceed a billion dollars, an increase of about $650,000,000 
Scaaaa since we entered the war last April. The Federal reserve of gold against notes 
<a was nearly 100 per cent. in April but has now fallen to about 62 per cent. 
This is still an abundant reserve, but it is plain that rediscounting operations as well as 
bank loans throughout the country must cohtinue to increase. 
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It is the firm hand of the Federal Board, aided by the co-operation of our great 
banking institutions, which keeps call money at 6 per cent. and prime commercial paper at 
New York at 5! per cent. The same firm control will of course continue, and 
the new banking system contains plenty of resources to prevent any dangerous rise in 
money rates. A temporary rise in call money above 6 per cent. would not essentially 
change this situation. 






The Board has recently been placed in control of foreign exchange rates also, but 

in that direction comparatively little can be done. It would be hopeless, for example, to 

attempt to restore Italian or Russian exchange to normal rates. With the printing presses 

busy throughout Europe in turping out new money, that money cannot be made equal to 

our gold by any sort of financial legerdemain. Previous to July, 1914, the Russian 

State Bank had authority to issue 300,000,000 rubles of paper without gold cover. Last 

July this limit had been raised to 12,500,000,000 rubles. Where the limit will be in the 
present chaotic condition of Russia it would be hard to guess. 
Liberty Bonds Below Par 

HILE THE present price of around 99 for the Liberty 31/.’s and 98 for the 4's 

are unquestionably due to selling by those who, for one reason or another, had 

oversubscribed, it is nevertheless generally assumed by bankers that later Gov- 

ernment bond issues will have to yield more than 4 per cent. Since the present 

bonds are exchangeable into any later issues at a higher rate of interest, there is no reason 

why they should decline from present figures unless the next bond issue should bear a rate 

lower than demanded by the demand-and-supply situation in the market for capital at the 

With more Government bonds coming, the outlook for corporation bonds is not 
especially encouraging. Nevertheless, some classes of bonds have shown an ability to 
rally within the last two or three weeks. The level of bond prices seems to have discounted 
the situation as it now stands, but whether it has also discounted the prospective war 
demand for further supplies of capital is perhaps doubtful. 

Some Investment Demand for Stocks 

HEN A great many stocks are thrown on the market somebody buys them. Who 

has bought during recent periods of weakness? 
ie Some light is shed on this question by the fact that broker’s loans in Wall 
Street have been reduced nearly one-half during the last six months. This re- 
duction is of course due in part to the lower range of prices—smaller loans are required 
to carry the same number of shares of stocks. But it is clear also that a much larger 
proportion of stocks are now in the hands of cash buyers than at any previous time for at 

least two years. 

The small investor, who buys his stocks outright at what he believes to be low prices 
with the expectation of holding them as long as may be necessary, has been a growing 
factor in the market lately, and the improvement in technical conditions has been partly 
due to his operations. There has also been some accumulation of selected issues bought 
on a scale down by banking interests. 

The Market Prospect 
ETHER absorption of stocks for cash or by margin holders who will not let 
go has yet been sufficient to end the long decline is still a doubtful question. 
Sa] 4 Some of the best railroad issues, in which speculation has been at a minimum 


=——4 for several years, are showing increased ability to withstand the pressure of 
liquidation. As a whole, the market so far gives no indication of any considerable advance. 
The recent rally was rather better sustained than any previous rally since June. But the 
immediate outlook is for a drifting market, with more probability of a downward drift than 


rd 
ao Tae December 3, 1917. 

















Pertinent Comment 


Vital Factors in Finance and Business 


RESIDENT LOREE ays the railroads are strangling to death, in spite of 
their record-breaking gross earnings. Viewing the situation broadly, few will 
quarrel with his conclusion. 

The rope of rising expenses is being steadily pulled tighter and tighter over the 
immovable tree-branch of stationary rates. It is true that the Interstate Commerce Com- 
mission has bent the branch down a little by means of small increases in rates, but not 
enough to ease perceptibly the aching throats of the roads. 

Also, the Government has tried to lessen the strain on the rope by fixing the prices 
of some of the things the roads have to buy. But the prices of many things cannot be 
fixed, notably wages. And taxes keep growing like weeds in a fertile garden. 

* * * 

The immediate answer. should be a raise in rates and it is 
What's the hard to imagine how the Commission can see it in any other 
Answer? light. But what is the more permanent answer? A 15 per 

cent increase in rates will not cover the actual rise in expenses. 
In the mean time maintenance of way and of equipment are falling behind, and in order 
io maintain the highest war efficiency, our transportation machine must be well oiled sand 
kept in the best repair. That is almost the first step toward winning the war. 

Since the capital market is being swept almost bare by frequent Government loans, the 
only answer Wall Street can see now is Government assistance by the guaranty of new 
railroad bonds or notes. That would enable the roads to borrow at reasonable rates of 
interest. 


* * * 


Good-bye Sherman Act! Few will shed tears over its de- 
Shelving the mise. Dr. Military Necessity is preaching the funeral ser- 


Sherman Act mon and the pall-bearers are gathering around the bier. 

The railroads are pooling their resources and equipment 
under the supervision of a group of railroad men who have been constituted into a Govern- 
ment Board. To one who remembers the long, hard fight of the Government against rail- 
road pooling a couple of decades ago, the present situation is something of a joke. 

Only a few years ago, in fact, the Government spent many thousands of dollars to 
pry Union Pacific and Southern Pacific apart and to separate New Haven and Boston & 
Maine. But now that railroad efficiency has become a war necessity, the Government is 
busily trying to put the roads together again into a far broader and closer pool than was 
ever attempted by private interests. 

The plain fact is that the Sherman Act is an echo from a past age. Unrestricted com- 
petition is possible, and perhaps desirable, among ten Chinese laundries in one town. We 
can’t be sure even of that much, for the chain stores and the mail order houses have shown 
us the economy of combination even in handling the smallest kinds of retail business. 

* * * 
‘ We have about reached the limit in taxation. In the main, 
How Can We our war tax program is sound and well adapted to the 
Raise the necessities of a strenuous situation. 
Billions? Taxes have not been evenly distributed. They never 
have been, in the entire history of the world, and in the stress of war the difficulties of secur- 
ing just distribution are insuperable. 

For one thing, we haven't time to study the question out. Incidence of taxation, as 
the scientific economists like to call it, is an intricate science. We have hardly reached a 
full understanding of it, to say nothing about putting it in practice. All Governments have 
followed the rule-of-thumb plan of taxing where they could get the money the easiest and 
with the smallest amount of kicking by taxpayers. And a war taxation program drawn 
up in two or three months is bound to contain injustices to many individuals and corporations. 

Moreover, the most important question now is to get the money—as much as possible 
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and as quickly as possible. To achieve that end it is necessary to strike where the money 
is, to lay the heaviest taxes on the people who can pay them, if necessary, out of past 
accumulations. 

But from the practical point of view, capital is now being taxed to the limit of wisdom. 
If higher taxes must come, they should be laid on luxuries. There is no economic reason 
why theatre tickets, jewelry, gasoline used for pleasure purposes, costly gowns, wines, ex- 
pensive cigars, should not be taxed 100 per cent by means of gradual increases. The more 
consumption of these things is cut down by taxes the better, while the war lasts. 


There is no limit to the amount a Government can borrow 


i Limit to for its own war expenditures. Germany has shown us that. 
a This is because the money so borrowed flows right back to 
orrowing. the people again through Government expenditures. Then 


it can be borrowed and spent a second time, and a third time, and so on. This is, of 
course, not a complete description of the process, but it indicates the principle. 

The limit to our war endurance does not lie in loans, nor in anything connected with 
money, but in labor. Fighting the war is simply a form of work. In order to win we 
have got to divert all our energies to war purposes, to put all our idle citizens to work. 

So we have nothing to worry about when we read that new bond issues may reach a 
total of $8,500,000,000 by July 1. We can raise the money, and will. The great 
question is going to be, Can we do the work? 


* * 

' With all our faults, and with all the delays that seem 
Thank God for to be an inevitable part of democratic government, we have 
the ae ak a way of getting a thing done in time to save our bacon. 
Reserve Banks That was certainly true of our adoption of the Federal Re- 


serve system. Even before 1907, we knew that our money system lacked elasticity. After 
1907, we saw plainly that something had to be done about it. It took us eight years to do it, 
in an adequate way. But we got it done in time for the war and we may well say, in all 
reverence, “Thank God that we did!” 

New York Clearing House bank loans have jumped about a billion, or over 25 per 
cent, in threé months—and the highest money rate has been 6 per cent. That statement 
sounds unimpressive perhaps. In reality it is our greatest achievement in the war, so far. 

Where would we have been without the Federal Reserve system? Not absolutely 
in the lurch, for we could have rushed through some half-baked emergency measure. But 
it is fortunate indeed—and to some extent far-sighted—that we mobilized our credit before 


the war. 
¥ ¥ * 


We asked that question of the president of one of the biggest 

inflation banking institutions in this country. His reply was, “I wish 

Land Us? I knew. I am entirely in the dark about it. If you find out 
. . let me know.” 

We have a pig iron famine, a coal famine, a coke famine—but without famine prices, 
because the Government has fixed prices. We have a panic level of prices in the security 
markets—but without the panic, because the Federal Reserve Board has a firm grip on 
money rates. Many of our corporations are earning 50 to 100 per cent for their stocks, 
but there is no speculative boom in the stocks, because—in part, at least—of the heavy 
war taxes. ; 

There is famine in the supply of capital available for private enterprises, yet general 
business is exceedingly active. Always in the past, the limit to business activity has come 
through a falling off in demand. Now the limit lies in scarcity of supply. 

We are being stood on our heads os often, and by so many different things, that the 
landscape begins to swim around us. No sooner have we analyzed some new condition— 
to our own satisfaction, if not to other péople’s—than we are confronted by half a dozen 
other new conditions, all interlaced with the first one. The world-in-war is constantly 
performing impossibilities and constantly creating new paradoxes. 


Where Will 
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Why Security Prices Fall 


A Very Important and Fundamental Reason to Which Little 


Attention Has Been Called—Measuring Interest or 
Dividend Checks by What They Will Buy 





HEN a great economic change 
takes place it is often the case 
that every other possible cause 
except the right one is men- 

tioned first. Mankind is indeed “addicted 
to the obvious.” The superficial incidents 
and accompaniments of a great fundamen- 
tal change are quickly seen and readily 
caught up and bandied about as causes, 
while the real cause may not be recognized 
until long after current events have become 
history. 

That is what has happened during the 
great fall in investment values since the 
war began. The decline has been attrib- 
uted to “bear raids,” to liquidation by 
overloaded speculators, to German victories 
on land, to fears of destruction of com- 
merce by submarines, to selling of securi- 
ties by millionaires to avoid paying in- 
come taxes, to Government price-fixing, to 
the excess profits tax, to the inability of the 
railroads to raise their rates, to foreign 
selling, and to a thousand and one other 
similar causes. 

All these factors have been, at one time 
or another, incidents of the decline and 
more or less temporary and immediate 
causes of falling prices. 

But there is a cause which lies very much 
deeper than any of these and which works 
against values as inexorably as the laws of 
the Medes and Persians. I have hardly 
seen it referred to more than two or three 
times in the three and one-half years of the 
war, and then only in a casual way. Its 
effects may be postponed, temporarily nul- 
lified, or even reversed for a time, but in 
the long run they have all the inevitability 
of the rising tide. 


Interest Rates as Buying Power 
When the investor, the buyer of commer- 
cial paper, or the savings bank depositor, 
speaks of getting 4 per cent, 6 per cent, or 
any other rate of interest on his money, he 
generally thinks very little about what that 
interest. rate will buy. The high cost of 
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living is something that he is acutely con- 
scious of, being frequently reminded by his 


monthly bills, but he considers this as 
something entirely apart from interest 
rates. 


For years—all his life, probably—he has 
been accustomed to think of 6 per cent as 
about the highest rate of interest that can 
be obtained from safe investments. He 
has thought of 5 per cent as about a nor- 
mal return from good securities. It does 
not occur to him that the rising cost of liv- 
ing will make any special change in this 
condition. 

But the interest rate obtainable from any 
investment is in reality nothing but a fixed 
amount of money payable quarterly or 
semi-annually—and all that money is good 
for is to buy things with, either now or 
in the future. A dollar bill has no value 
in itself. Its value lies in the things for 
which it may be exchanged. 

That sounds elementary, but we always 
forget it. We have become so accustomed 
to using money as the standard by which to 
measure other values that we unconscious- 
ly assume that it is an absolute standard. 
It is only now, when the buying power of 
our “absolute” standard has shrunk al- 
most one-half, that we are beginning to 
realize that money is nothing but a relative 
measure. 

Take the investor who is getting $5.00 
a year interest on a $100 bond. That 
$5.00 is a part of his yearly income. It 
doesn’t matter whether or not he spends it 
at once. It may even represent a part of 
his yearly savings. In any case it is a 
contribution to his income, and out of that 
income he pays his annual expenses. 

What happens when his annual cost of 
living rises? All his income shrinks in 
purchasing power, including the $5.00 in- 
terest money with the rest. 


How the Interest Coupon Has Shrunk 
We have various approximate records of 
the general level of commodity prices— 
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that is, the cost of goods of all kinds— 
from month to month. Before the war the 
public paid little or no attention to these 
“index numbers,” but their importance is 
now being forced home. 

These index numbers are made by ad- 
ding together the money cost of a fixed 
quantity of a large number of articles once 
a month. The resulting total means noth- 
ing when standing by itself, but from 
month to month it shows the relative 
changes in the general price level. 

The graph herewith is based on one of 
these index numbers (Bradstreet’s). It 
shows from month to month the interest 
rate which would buy the same quantity of 
goods that a 5 per cent rate would buy in 
June, 1914, before the war. 

For example, in July, 1915, when the 
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war was a year old, an interest rate of 5.74 
per cent was necessary to buy as much 
goods of all kinds as the 5 per cent rate 
would buy before the war. A year later, 
in July, 1916, a rate of 6.71 per cent would 
have been necessary. And in November, 
1917, a rate of 9.90 per cent would buy 
only as much as a 5 per cent rate bought 
in June, 1914. 

What does this mean? Suppose you 
need every year a quantity of various kinds 
of goods which would have cost you $3,000 
in June, 1914. Suppose you need to get 
one-third of that income (measured in 


goods) in the form of interest money. At 
that date you would have had to invest 
$20,000 in 5 per cent bonds at par to give 


you the interest money needed to buy one- 
third of your year’s necessities. . 

To get the same result in November, 
1917, you would have to invest that $20,- 
000 in bonds paying 9.90 per cent. Or if 
you invested it in 5 per cent bonds, you 
could afford to pay for them only the price 
which would give you a yield of 9.90 per 
cent on your investment. The actual price 
you could pay for the bonds would vary 
with the length of time before maturity, 
but it is plain that it would be very low. 
In the case of a stock, which has no matur- 
ity date, that price would be 504, as com- 
pared with 100 in June, 1914. 


How It Works Out 


Security prices did not fall month by 
month to correspond with the fall in the 
purchasing power of money, for two rea- 
sons: First, because the prices of many 
securities are influenced by earnings as 
well as by the “goods-value,” so to speak, 
of their interest or dividends. Second, be- 
cause buyers and sellers of securities are 
not accustomed to look at the matter from 
this point of view—and prices are made, 
not by actual conditions, by conditions as 
refracted and modified by passing through 
the minds of investors. 

Nevertheless, the rising tide of the cost 
of living must eventually reach interest 
rates, and through them must depress the 
prices of securities. 

At first, the investor looked upon the 
high cost of living as temporary. He based 
his reasoning about interest yields on be- 
fore-the-war conditions. But little by lit- 
tle he began to feel the increasing pressure. 
In some cases he was obliged to sell some 
of his securities because he needed the 
money. That had its effect in depressing 
prices. In other cases the money that the 
investor would naturally have been accu- 
mulating and putting into new securities 
failed to accumulate, hence he did not do 
his customary buying of stocks or bonds. 
That had the result of decreasing the de- 
mand and thus depressing prices. 

Then came another tremendous increase 
in investors’ annual expenses, in the form 
of Government taxes, and bond subscrip- 
tions which patriotism made a_ necessity. 
Many were obliged to sell more of their 
securities, 

Others, seeing the downward trend of 
the security markets, sold out because they 
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believed they could buy back cheaper at a 
later date.‘ Result, a further depression of 
prices. 

So, in roundabout ways, the effects of 
the decreased buying power of interest or 
dividend checks eventually makes itself felt 
in the markets, even though the sellers of 
securities do not make the actual connec- 
tion in their own minds. If they do not 
see it, events force them to act, to some 
extent at least, as though they did see it. 


Dividends Versus Costs 


The actual fall in prices of purely in- 
vestment securities has not, of course, been 


enough to raise the interest or dividend 


yield to correspond with the rise in the cost 
of goods. It is not likely to be enough for 
that, for every one expects that the great 
increase in commodity prices will prove 
temporary, at least in part; and to that part 
of the increase which may prove permanent 
it will take years for investors to become 
thoroughly accustomed. 

Moreover, such a great economic change 
as that involved in the war works itself 
out through many and devious channels. 
Only a part of the result falls directly on 
interest rates obtainable from investments. 
The readjustment extends throughout ev- 


ery part of the entire business structure. 

Still another important reason is that the 
cost of living, taken as a whole, has not 
risen as much as the cost of goods shown 
by index numbers. Rents are an important 
item in the average person’s cost of living, 
and rents haye not doubled. In some cases 
they are unchanged, being controlled by 
leases. In other cases they have risen 10 
to 25 per cent. 

Wages, also, enter into many current 
costs, and these have not risen as much, 
taking an average for all lines of employ- 
ment, as the direct cost of goods. 

Again, cheaper substitutes are being used 
for many articles. People are wearing socks 
three or four parts cotton to one part wool, 
where formerly they were perhaps all wool 
or half and half. Grades of clothing have 
been reduced, substitutes are being found 
for sole leather, and so on. 

But these modifying facts do not change 
the general principle. Interest and divi- 
dends are money, and if the money will 
buy less, then the interest and dividends 
have to be higher in order to represent the 
same thing to us in actual, usable value. 

That is the underlying cause of the great 
fall in investment securities, and there 
should be nothing mysterious about it. 
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FROM OUR READERS 


Please accept my sincere congratulations on your 10th Anniversary. Your magazine is 


without an equal in financial literature. 
> 


Permit me to ene you on the publication of the Decennial Anniversary number 


inancial Publication. 


of America’s Greatest 


We frequently read the Magazine of Wall Street and find it an unusual magazine. In 
fact, I prefer to read it to anything published regarding stocks and bonds. 
> > > 


My personal opinion of your magazine is that it is one of the most powerful, straightfor- 
ward books published, and written so any one who reads can understand. 


Your publication seems to me to be by far the most valuable printed, for the purposes 


of the average investor. > 


I wish to thank you at this time for the prompt and efficient manner in which you have 





handled past inquiries from me and would further state that if I had always acted upon your 
advice I would be in a better financial state at the present time. 
o > . 


I have been a subscriber for a number of years to your Magazine, and I think, it has been 
mutually advantageous: your clear presentation of facts in your Analysis of all Reports has 
won my respect as a conservative investor. 























Mr. L. F. LOREE 
President, Delaware & Hudson Company, and Chairman, Eastern Department of the Special 


Committee on National Defense of the American Railway Association. 


soles F. Loree, or “L. F.,” as he is known among his intimates, and whose ideas on the 
railroad situation, as given to “THE MAGAZINE OF WALL STREET'S representative, appear 
on the following pages, belongs to the “shirt-sleeves” generation of railroad presidents as con- 
trasted to the “white collar” species which has become all too common in late years. In other 
words, he began at the bottom and worked to the top. He knows railroading from boiler to 

bolts. The complete story of his career, which we hope to publish at some other time, is re- 
plete with human interest. The following incident which took place at the outbreak of the 
t war is an excellent character index of the man. At the commencement of hostilities Mr. 
was in Europe and was at once importuned by throngs of stranded Americans for assist- 
ance. Without a moment’s hesitation or consultation he chartered, at his own expense, the 
Foy el loaded it up — compatriots and despatched it to the U.S. A. That act 
Loree philosophy, i. e., when it is ote SS a thing, don’t talk or “confer” 

ee AT ec efficiently and quickly. q 
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“Railroads Are Strangling” 


L. F. Loree Discusses the Railroad Problem—Cause and 
Cure for the Troubles of the Roads—Delaware & Hud- 
son’s President an Optimist but Insists Something 
Must Be Done to Relieve the 
Present Situation 





By BARNARD POWERS 





HEN I request a prominent man to 
speak to the readers of THE Mac- 
AZINE OF WALL STREET, I assume 
that he investigates me before he 
gives consent. Conversely I always look 
him up before making the request. So I 
had already looked up Mr. L. F. Loree, 
president of The Delaware & Hudson Co., 
before I arranged an appointment with him. 
I had, of course, known of Mr. Loree, his 
work, writings and speeches in a general 
way for years, but I wanted to know the 
inside of the why of his leadership of one 
of the great railroads in this country. I 
found out in very short order that there is 
but one reason why Mr. Loree has attained 
his present position in the railroad world 
and that is because he has earned it by the 
best use of an extremely capable mentality, 
backed up by that greatest and absolutely 
essential qualification—the capacity for the 
hardest sort of hard work. 

That sounds like a very trite rule for 
success—and it is. But it is the only one. 
In gazing at big figures in business and 
finance one loses sight of, or, rather, one 
fails to see, the machinery behind the suc- 
cess—the long years of study and applica- 
tion, the discouragements, semi-failures or 
even the disasters, which are necessarily a 
part of the-wool and fabric of every big 
accomplishment. It is as true today as it 
always was and must always be, that the 
man with the mental and physical punch 
must win in the end. Our entire economic 
system is founded upon competition and it 
is inevitable as the law of gravity that the 
strongest must survive and will gain the re- 
wards. 

Some Matters of Interest 


In my study of Mr. Loree I found out 
some very interesting things. In the first 
place, I found out that he was born in Ful- 


ton City, Ill., fifty-nine years ago; that he 
graduated from Rutgers College where he 
distinguished himself in mathematics and 
Science, and that he began his railroad 
career in 1877 when he slung a surveyor’s 
tripod over his shoylder in the service of 
the Pennsylvania Railroad. For two years 
he was in the engineering corps of the U. S. 
Army, worked as leveler, transitman and 
topographer on the Mexican National Rail- 
way and during several years following of 
experience on several systems, developed 
and applied the arrangement of lap-passing 
tracks with numbered switches and worked 
out a train despatching system that greatly 
facilitated single track operation. Passing 
over the lesser details of his rise, which we 
may not set forth at this time through lack 
of space, we find Mr. Loree General Man- 
ager of the Pennsylvania lines west of 
Pittsburgh in 1896. It was while in this 
capacity that he established the first organ- 
ized railroad police force in the United 
States and with the aid of Josiah F. Wil- 
lard, the famous criminologist, eliminated 
the tramp nuisance on the Pennsylvania 
Railroad. 

Enough has been said to show that the 
present head of “D. & H” is entitled to 
that much abused designation of a “prac- 
tical” railroad man. In 1901 he was 
fourth vice-president of the Pennsylvania 
and then was elected to the presidency of the 
Baltimore & Ohio, which he held until his 
resignation in 1904 to become president 
of the Rock Island Co. and chairman of 
the executive committee of the Rock Island 
Railway. He resigned from these two posi- 
tions in October, 1904, becoming chairman 
of the executive committee of the Kansas 
City Southern in 1906. From that office 
he was called to the presidency of the 
Delaware & Hudson in 1907 as well as to 
the presidency of and directorship in, the 
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thirty-four companies controlled or affili- 
ated with the D. & H. The list of the of- 
fices and positions of trust and honor which 
he has held and those which he holds now, 
is so long that their recording here would 
weary the reader. : 

One of the many important public serv- 
ices which Mr. Loree has rendered is of 
especial interest now, and at the risk of be- 
ing long-winded I narrate it here. 

At the outbreak of the European war in 
1914, great anxiety was felt in the United 
States regarding the amount of American 
securities held abroad and the effect on the 
financial situation here should these securi- 
ties be offered for sale. 

Attempts were made by bankers and by 
the United States Government to ascertain 
the facts in this respect, but without suc- 
cess, and, finally, Mr. Loree was requested 
to investigate the situation. The results of 
the inquiry were placed at the disposal of 
the Federal ‘Reserve Bank. The data as- 
sembled in this investigation was considered 
of great public importance and was given 
wide publicity. 


Loree in Action 


L. F. Loree has a fighting head but the 
courteous and controlled manner of a man 
who has himself always in hand. He 
speaks slowly but easily and naturally. One 
is impressed by the fact that he is not talk- 
ing off-hand but is speaking from convic- 
tions obtained by long experience and 
thought. Like E. P. Ripley, Atchison’s 
president, Mr. Loree is given to quaint and 
homely epigrams which point his remarks 
much better than any elaborate explanation. 


The Railroad Problem 


When talking to a man of Mr. Loree’s 
calibre it is important to know in advance 
exactly what you wish to know. So I told 
him that it seemed to me that the whole 
railroad problem divides itself pretty much 
into the following classifications: (1) the 
matter of increased rates; (2) the matter of 
additional equipment and facilities, and 
(3) the matter of new financing. I 
told him that I had come to ask his views 
on those three points because I knew he 
would have something to say that would in- 
terest the 20,000 subscribers to this publi- 
cation. 


“The railroads must have a better rate 
structure,” he said, speaking slowly and 
carefully, and, I assume, referring espe- 
cially to the eastern roads throughout the 
interview, “or we cannot continue operat- 
ing under present conditions.” 

“Would the proposed increase of 15 per 
cent. enable the roads to maintain their 
present rate of net earnings?” Without an- 
swering the question directly he went on: 

“Last May we asked for a 15 per cent. 
increase on class and commodity rates and 
a 15c. a ton increase on coal, coke and iron 
ore. Were the roads to receive that increase 
now, the eastern roads would require an- 
other 15 per cent. on class and commodity 
rates and a further increase of 10c. a ton on 
coal, coke and iron ore to put them nearly 
where they were in 1916, nor does that in- 
clude the recent demands of the four 
Brotherhoods.” 

It was clear then that Mr. Loree regards 
an increase in rates, and a substantial in- 
crease, as the crux of the immediate railroad 
problem. In substantiation of the demands 
of the roads he said: 

“The Government has increased prices 
all along the line. The coal administration 
has advanced the price of coal 150 per cent. 
The food administration has advanced the 
price of wheat 156 per cent. and the Federal 
Trade Commission has advanced the price 
of steel 105 per cent. What do the rail- 
roads get? Today the increase granted by 
the Interstate Commerce Commission of 4 
per cent. in railroad rates, indicates by 
contrast and without the need of argument, 
the position in which the railroads are be- 
ing put.” 

On the second phase of the railroad prob- 
lem, that of equipment, Mr. Loree does not 
share some very generally held opinions. 

“I do not take the position that lack of 
equipment is one of the most important fac- 
tors in the present situation,” he said. “I 
think there is equipment enough. But even 
if we didn’t have enough we couldn’t get it 
so what is the use of talking about it? The 
makers are filled up on war orders. In my 
judgment the chief causes for the present 
railroad congestion are the labor situation, 
which has been greatly aggravated by the 
draft, the falling off in effectiveness which 
always accompanies the breaking in of new 
men, and the piling up of materials and 
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supplies on the seaboard owing to the scar- 
city in shipping tonnages.” 

Mr. Loree said that no doubt a contribut- 
ing factor was the fact that during the last 
five years the roads have had to skimp on 
upkeep, maintenance and replacements and 
remarked this was one of the reasons why 
the eastern roads are worse off than the 
western lines. 

“During the last five years the roads have 
expended one thousand, two hundred and 
fifty millions less than at the rate of the 
preceding five-year period. Since 1907 the 
roads have added five thousand millions to 
property account which, except for 1916, 
has never showed more than a 4 per cent. 
return on the investment. The facts of the 
case are,” and at this point he spoke with 
unusual emphasis, “the railroads are being 
slowly strangled to death.” 

Asked why the eastern roads are making 
such poor showing as compared with the 
western roads, Mr. Loree said that the good 
showings of the western roads in most in- 
stances were due to local and special con- 
ditions. One transcontinental line, for 
example, he pointed out, is doing well be- 
cause of the tremendous demand for ores, 
copper, lead, zinc, etc., and raw materials 
arising from war conditions. In contrast, 
he mentioned another which is scarcely 
holding its own, and the southwestern roads 
which have not been prosperous for years. 

“You ask me what are the prospects for 
increased rates,” he said. “Application 
was made in 1910 for a 10 per cent. ad- 


vance, in 1912 for 5 per cent., and in 1917 
for 15 per cent., every dollar of which was 
needed, and, we believe, fully justified. 
However, we were granted nothing in the 
first case, only 2 per cent. in the second 
and only 4 per cent. in the third. It has 
been truly said that to convince people it 
is not necessary to argue with them, it is 
only necessary to keep the facts before 
them; and it must be that ultimately these 
facts will carry conviction.” 

Up to this point the reader may have ob- 
tained the impression that Delaware & 
Hudson’s president is a bear on the railroad 
situation Far from it. Mr. Loree sees 
clearly the needs of the roads and recog- 
nizes that something must be done. When 
the public and the Government realizes that 
fact, he believes that relief will be immedi- 
ate and adequate. He expressed the opin- 
ion that the pooling arrangements now in 
hand will go a long way to alleviating the 
congestion problem, but said that a better 
rate structure is absolutely necessary. 

Asked for an expression of opinion on 
the long-pull prospects for the better grade 
of railroad securities, he replied: “The rail- 
road properties are among the most useful 
in the country. There is an old saying that 
‘it is always darkest before dawn.’ The 
railroads won’t go out of business, they 
can’t go out of business. I am inclined to 
the belief that it is about time for a rift to 
appear in the railroad clouds. For that 
reason I am an optimist on the ultimate 
prospects for railroad securities.” 








GOVERNMENT TAX ON STOCK TRANSFERS 


Beginning December 1, 1917, a United States Government tax is imposed on all sales of 
securities. The tax is the same as that formerly imposed during the Spanish-American War 
and later when the Government decided to raise funds for war purposes in 1915 and 1916. 

The tax is based on the par value of the stock sold and is at the rate of 2 cents for every 


$100 par value of stock or fraction thereof. 
on the basis of $100. 


Thus, when a broker’s client sells 100 shares of U. S. Steel, the tax will be $4. 
State imposes $2 and the U. S. Government gets the other $2. 


When a stock has no par value, the rate is fixed 


New York 
If the sale is 100 Reading (par 


$50) the total tax will be $2, including both New York State and the United States. 
The new law is somewhat changed in form, inasmuch, as it imposes on the broker clerical 


work which will call for much more bookkeeping than formerly. 
on each transaction where a record must be kept for Government inspection. 


There are at least 15 items 


Uncle Sam 


desires to know the name of the customer, the time and date of the transaction, whether on an 
exchange or by private deal, whether the transaction was through a clearing house or direct. 

Taxes on original issues of stock by corporations, and various other features relating to 
the broker, have been reinstated but the client is particularly interested in the above tax on all 
sales. A transfer of stock is considered a sale and whether actual consideration is received 


or not, the client who makes the transfer will be charged. 


It is, therefore, necessary for clients 


to give names for transfer to their brokers at the time of making purchase. The broker is 
not permitted to assume the tax unless the transaction was made for his own account. 
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BOUT 35 years ago, when Edison 
started his first central station 
plant in Pearl street, New York, 
someone said: “Electricity is only 

in its infancy.” 

Youthful antiquity has absorbed the un- 
known author of that remark, but its echo 
is still sounding down the halls of time. 
For some reason the phrase-adhering pub- 
lic won't let electricity grow up, though the 
science and art have long since slipped out 
of the cradle and are well along toward 
maturity. 

Since the days of the first Edison station, 
electric service has climbed: like the pro- 
verbial gourd. At that time, in 1882, an 
electric light was a novelty, so was a tele- 
phone, so was a trolley car. Only the elec- 
tric telegraph was in general use. Even 
electric door bells were unusual. During 
the last 25 years all these electric products 
have become commonplaces of every day life. 
So commonplace are they that few persons 
outside of those directly interested in elec- 
trical subjects make any attempt to find out 
how these things work. 


We Are Now Thoroughly Electrified 


If he but knew it, every broker has an 
electrical laboratory of some degree in his 
own office. On all sides electricity is at 
hand to help him make his livelihood, yet 
how many brokers, or their customers, even 
on dull days, take the trouble to look into 
the workings of the stock ticker, the news 
ticker, the telephone, the incandescent lamp, 
the fan motor, and perhaps the small elec- 
tric stove that is at hand for warming food- 








stuffs when the clerks are held overtime in 
the busy season. If those who make use 
of these electrical contrivances would look 
into their method of operation they would 
soon discover that this erstwhile infant had 
grown up and become a thing of action and 
settled convictions. 

If in reality or in imagination on a day 
when business is dull a broker or his cus- 
tomer will take these products of the elec- 
trical laboratory and shop and follow the 
wires that lead into them back to the point 
where they are first energized, he will find 
himself surveying the whole field of elec- 
trical operation. Following the wires that 
lead into the telephone, the fan motor, the 
news ticker, the stock ticker, the incandes- 
cent lamp, and the small electric stove, he 
will discover that there are such things as 
sockets and receptacles, rigid and flexible 
conduit, outlet boxes, junction boxes, under- 
ground conduits, manholes, service cables. 
overhead transmission lines, transformers, 
sub-stations, high tension transmission 
lines, and, at the other end of the lines, 
big power houses equipped with automatic 
coal and ash handling machinery, banks 
of boilers, turbo generators, step-up trans- 
formers, and a gallery completely equipped 
with controlling, regulating, and measuring 
apparatus. . 

Tracing all the lines radiating from the 
power houses to the sub-stations, then to 
the distributing points, and finally to the 
points of consumption, he will discover that 
though there are more than 3,000 different 
ways of utilizing electrical energy, the con- 
trivances in his own office represent the 
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four general divisions of electrical utiliza- 
tion. These general divisions are electric 
lighting, electric heating, electric power, 
and electric transmission of intelligence. 
The electric transmission of intelligence is 
represented by the telephones and the news 
and stock tickers; the small stove represents 
electric heating; the fan motor represents 
electric power; the incandescent lamp rep- 
resents electric lighting. 


Beginnings 

The machinery and accessories used for 
generating, transmitting, regulating, con- 
trolling, measuring, and utilizing electrical 
energy represents an industry that has 
grown enormously since the opening of the 
first central station in Pearl street in 1882. 
Electrical apparatus first appeared among 
the classified industries in the census of 
1850, when two establishments, engaged 
chiefly in the manufacture of electromag- 
netic instruments, were reported with pro- 
ducts at $5,100. In 1882 there were 76 
electrical manufacturing establishments 
with a total capital of $1,500,000 employ- 


ing 1,300 men and turning out about 


$2,600,000 worth of goods a year. At the 
present time the total capital invested in all 
branches of this industry is more than 
$12,000,000,000. Over 1,000,000 employ- 
ees turn out a yearly product closely ap- 
proaching $2,500,000,000. 

It is said that 70 per cent. of the people 
of this country use electricity in some form 
every day of their lives. Allowing five per- 
sons to the average family, means that five 
million persons, or 5 per cent. of the entire 
population of the United States derive their 
living directly or indirectly from the elec- 
trical industry. a, 

Like other commodities electricity is man- 
ufactured, transported, and consumed. Here 
the resemblance ceases; for, unlike other 
commodities, it cannot ordinarily be stored 
in bulk and drawn upon when wanted. _Or- 
dinarily it is consumed as fast as it is 
made, This is one of its distinguishing 
traits. A power house must be equipped 
to meet the maximum demand at any mo- 
ment. Electricity can be stored in small 
amounts in so-called storage batteries, but 
compared with the amount of electrical 
energy generated—it was close to 2,000,000,- 
000 kilowatt hours in the month of August 
1917—the portion that is not consumed 
immediately, but goes into storage batteries 


for future use is comparatively small, bare- 
ly worth mentioning as a matter of per- 
cen 

Another distinguishing trait of electrical 
energy is that, outside of the small amount 
which is put into storage batteries, which 
can be moved from one place to another 
by ordinary means, it must be transported 
by wire instead of by rail, wagon, train, or 
boat. Another peculiar characteristic is 
that, unlike food, clothing and other com- 
modities which occupy space in proportion 
to bulk, it can be carried from the point 
where it is made to the distant point where 
it is used by means of a wire of very small 
cross-sectional area. Thousands of electri- 
cal horsepower are delivered in this way 
every day from 50 to 200 miles away over 
wires less than one-quarter of an inch in 
diameter. 


The Central Station 


If all the wires leading into offices, fac- 
tories, public buildings, and other places 
could be traced, they would disclose no less 
than. 5,038 central stations in the United 
States. Supplementing these central sta- 
tions there are possibly 15,000 isolated 
plants that supply electrical energy, light, 
heat, and. power to apparatus in office build- 
ings, public buildings, and factories. 

All these plants are fully equipped with 
electrical machinery. Before the war most 
of these central stations were on a paying 
basis, due to extraordinary efficiency in the 
way of management and operation. Coal, 
the chief source of energy supply was then 
to be obtained in sufficient quantity at rea- 
sonable rates. 

Within the last two years, though, due to 
the greatly increased use of coal by the gov- 
ernment, munition manufacturers, and the 
engineering industry, coal has become in- 
creasingly harder to obtain and the price 
has advanced. Other power plant essentials 
have also soared in price, until to-day these 
plants are beset with serious problems that 
are continuously pressing for solution. Un- 
able to raise their rates for service, the cen- 
tral stations find themselves in a sad plight. 
There is need for an immediate adjustment 
of rates for light and power if the power 
plants are to meet the increasing demand 
for service from the essential war industries. 

This is the most serious problem in the 
electrical industry to-day. The seriousness 
of the situation is emphasized by the fact 
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that the investment in these plants repre- 
sents a sum equal to $2,098,613,122. These 
plants have a total capacity of over 5,000,- 
000 kilowatts. The gross earnings for the 
first half of 1916 of these central stations 
amounted to $203,500,000. The output was 
10,875,000,000 kilowatt hours. In the month 
of August 1917, they sold $37,000,000 
worth of electrical energy. 


Electrical Lighting 


The incandescent lamps in the broker’s 
office represent an extensive and an active 
branch of this industry, no less than 
120,000,000 such lamps being manufactured 
and sold in the United States every year. 
Of these lamps 79 per cent. are known as 


five hours will be only one cent, against a 
cost of two and a half cents per lamp for 
the same period of time for the old type 16 
candlepower carbon filament lamp. ~ In 
other words, due to increased efficiency of 
the incandescent lamp the monthly light bill 
has been reduced from, say, $10 to $4. 
While everything else has soared in price, 
the cost of electric lighting service has actu- 
ally decreased 60 per cent. Gas filled 
Mazda lamps consume only about one-half 
watt per candle. They are, however, too 
brilliant to be used in the home. 

Electric lamps of all kinds are considered 
as an essential commodity in war time, es- 
pecially those used in searchlights. All sorts 
of craft, sub-surface, surface, and aerial, 














Great Plant of the General Electric Co. at Schenectady, N. Y. 














Mazda lamps; that is, incandescent lamps 
with a filament of tungsten. In addition to 
the incandescent lamps there are also arc 
lamps, mercury vapor lamps, nitrogen filled 
lamps, searchlights, and the miniature lamps 
used in pocket flashlights. 

All these lamps are made in various sizes 
and shapes. Due to exhaustive and con- 
tinuous research the efficiency of the in- 
candescent lamp has increased from about 
three and a half watts per candle in the 
carbon filament lamp to close to one watt 
per candle in the tungsten filament lamp. 

In terms of dollars and cents this means 
that where electricity is to be had for 10 
cents_a kilowatt hour the cost of burning a 
20-watt, 16-candlepower mazda lamp for 


are equipped with them. Millions of minia- 
ture lamps are used in the pocket flashlights 
in the trenches. About a year ago the pos- 
session of one of these flashlights was all 
that saved a boat load of survivors from a 
torpedoed ship from drifting beyond help. 
The tiny flashes in the dark of the night 
were caught by the lookout in the crow’s 
nest of a searching destroyer. 

The most powerful electric lamp in exist- 
ence to-day is the big searchlight that occa- 
sionally flashes from the roof of the Sperry 
building, Manhattan Bridge Plaza, Brook- 
lyn, N. Y. Operating at 75 volts across the 
arc, it takes 150 amperes and produces a 
searchlight with an intensity of 125,000 
candlepower. By means of it objects may 



































OUR ELECTRICAL FUTURE 


313 





be distinguished nine miles away. When 
projected vertically its rays may be seen at 
a distance of forty miles. 


Electric Heating 


During recent years electrical energy has 
been used in increasing amounts for produc- 
ing heat. Both small and large electrical 
heating devices are now flooding the market. 
Heat is produced by forcing this energy 
through materials that tend to obstruct its 
passage. These are known as resistors. The 
highest artificial temperature obtainable is 
to be found in the arc between the electrodes 
of an électric furnace. Heré it reaches a 
temperature of 3720 degrees centigrade. 

Heat is always produced when electric 
current is carried by a conductor. To get 
rid of heat is perhaps the most serious prob- 
lem that the designer of electrical machin- 
ery has to contend with. The temperature 
of the coils must be kept down, otherwise 
the insulation will char, there will be a 
short circuit, and the machine will go out 
of business until repaired. 

It is the heat produced by the passage of 
current that blows fuses, puts out the lights, 
stalls trolley cars, and renders factory ma- 
chinery inert. Electric fuses act as buffers 
between the source of supply and consump- 
tion. These fuses are destroyed by electric 
heat in order to protect the rest of the 
apparatus in the circuit. The fuse business 
is an important branch of this industry. 


Electric Power 


In the electrical industry power is sym- 
bolized by the motor. There are two general 
classes of electric motors—direct current 
motors and alternating current motors. 
There are several kinds of both classes, the 
kind of motor to be used depending in each 
case on the purpose it is to be used for. 

The motor is known by its winding. In 
some places, such as on trolley cars, a direct 
current series motor is used, this motor being 
able to start under heavy load and to vary 
its speed according to load and grade. In 
other places where the motor used must run 
at constant speed regardless of load a syn- 
chronous alternating current motor is re- 
quired. 

No one type of motor will suit all occa- 
sions, and no one has yet invented a motor 
that will automatically adapt itself to op- 
erate efficiently on both direct and alternat- 
ing current circuits regardless of the charac- 


teristics of the circuit. From one point of 
view the direct current motor is the simplest, 
because only the pressure and the amperage 
of the supply circuit have to be considered. 
In the alternating current motor we must 
= into consideration not only the electri- 
cal pressure, or voltage, and the am ‘ 
but also the phase and the frequency. P What 
motor to use is often something of a problem 
to decide. The electrical manufacturers keep 
a trained corps of engineer-salesmen em- 
ployed in order to solve these problems for 
their customers. 

Electric power is so generally applied 
nowadays that no attempt will be made to 
define its manifold uses. It is to be found 
in all modern shops and public buildings, 
also in many offices and homes. Without 
eleetric power many things that are now 
commonplace would have been either im- 
practicable or impossible. The subways, the 
tubes, and, biggest of all, the Panama 
Canal, and the new Ashokan Aqueduct 
would still be in the brain of the engineer, 
or in the drafting room, were it not for elec- 
tric power. 

The smallest electric motor is to be 
found in holiday toys; it is only a small 
fraction of one horsepower. The largest 
motor has a capacity of about 8,000 horse- 
power. One electrical horsepower will do 
the work of ten men without tiring. Oper- 
ating continuously, a one horsepower motor 
will do as much work as thirty men working 
on eight hour shifts. Last year there were 
made and sold over $50,000,000 worth of 
electric motors. 


Transmission Lines 


Radiating from the central stations are 
transmission lines that usually carry electri- 
cal energy at very high pressure. These 
lines are now to be found in all sections of 
the United States. Owing to its nature, al- 
ternating current is invariably sent out from 
the power house when the energy has to be 
transmitted to any distance. 

Electrical energy has two components— 
pressure, or voltage, and rate of flow, or 
amperage. Multiplied together they give 
volt-amperes, or watts. The same amount of 
watts can be transmitted by sending a large 
number of amperes at a low pressure or a 
small number of amperes at a high pressure. 
The size of the conductor is regulated by the 
number of ampcres. As the conductors have 
to traverse great distances—sometimes as 
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much as 240 miles, as im one plant in Cali- 
fornia—the diameter of the wire must be 
kept down to a minimum. This is effected 
by stepping up the voltage at the power 
house by means of transformers. In this 
California plant a pressure of 120,000 volts 
is used on the transmission lines. It is 
‘stepped down again at the distributing end 
by means of transformers and supplied to 
the local industries at i working 

of 550 volts for street railways, 
220 volts for power, and 110 volts for light- 


ing. 
When direct current is required, as it al- 
ways is for street railway and electrochemi- 
cal electrochemical industry is 
both extensive and essential—it is obtained 
from a rotary converter which usually takes 
in alternating current at 390 volts and con- 
verts it to direct current at either 550 or 110 
volts. Most of the big high tension trans- 
mission plants are operated by water power. 
Transmission of Intelligence 
Under this heading we find all those 
systems that convey messages from one per- 
son to another. Here we find the telegraph 
and telephone companies, the wireless com- 
panies, the news tickers, and the stock 
tickers. There are 9,151,221 Bell telephones 
in use in 70,000 cities and towns in the Uni- 
ted States. Last year 8,652,400,000 messages 
were sent over the Bell and Long Distance 
lines. To this i volume of 
chatter must be added the large number of 
messages sent by wireless and also over the 
independent telephone lines scattered 
t the middle west. About $30,- 
000,000 worth of telephone, telegraph, and 
ticker apparatus was manufactured and sold 
last year. 
The Future 
No one who understands the nature and 
extent of the electrical industry has any 
doubt whatever about its future. There may 
be a falling off in the extraordinary funda- 
mental discoveries of the last 25 years, but 
increasing efforts will be made to standard- 
ize all existing apparatus and accessories. 





The time is not far distant when complete 
power stations, including generating station, 
substation, transmission equipment, and 
distributing equipment can be bought and 
set up with a minimum amount of labor 
ready for use in the locality to which it is 
specifically adapted. 

With the increasing scarcity of coal, fol- 
lowed by rising prices for that essential com- 
modity, there will be a corresponding in- 
crease in the demand for light, heat, and 
power from electric central stations both 
small and large. Power will be too ex- 
pensive to make in small quantities. It must 
be bulked. This condition will force the 
electric development of all our idle water 
powers. Instead of having a comparatively 
few high powered long distance transmis- 
sion stations such as we have today in the 
stations on the Tennessee River at Chat- 
tanooga, the Mississippi River at Keokuk, 
at Niagara Falls, in Utah, in Montana, in 
California, in South Carolina, and in Mas- 
sachusetts, the rest of the idle waters will 
be harnessed and put to work. 

To equip these plants will tax the re- 
sources of the manufacturers of generators, 
motors, converters, transformers, switch- 
board apparatus, transmission towers, and 
the innumerable small accessories required 
by the wiremen. An idea of the quantity of 
apparatus and accessories that will be re- 
quired to equip these prospective plants is 
reflected in a remark recently made by 
Franklin K. Lane, Secretary of the Interior, 
for according to him enough hydroelectric 
energy is now running to waste to equal the 
daily labor of 1,800,000,000 men, or thirty 
times our adult population. 

When these idle water powers are set to 
work generating electrical energy there will 
be no lack of business for the 1,800 elec- 
trical manufacturers, the 7,000 electrical 
contractors, and the 2,500 electrical dealers 
in the United States. 

Nor will there be any doubt about the 
dividend returns from the $12,000,000,000 
invested in the electrical industry. 
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Value of Trade Acceptances 
Their Advantages to Buyers and Sellers, and to the Banks— 
Dangers of the Open Account System—How the Accep- 
tance Works—What Is Meant by Liquidity 





By J. J. KEENAN 
Of the National Bank of Commerce in New York 





ROBABLY no commercial instru- 
ment in common use today is of 
such ancient lineage as is the ac- 
ceptance. Its origin dates to the 

beginnings of commerce, and for centuries 

it has been used by mercantile nations. 

In modern times three main varieties of 
acceptance are availed of: 

The finance bill, drawn by one banker 
of international standing on another, is used 
to equalize the money supply and interest 
rates in the financial centers of the world. 

The banker’s commercial acceptance, a 
bill of exchange drawn by a merchant or 
manufacturer and accepted by a bank of 
wide reputation, finances practically the en- 
tire foreign trade of the world. 

Finally, there is the trade acceptance, the 
sphere of which is in financing the internal 
or domestic commercial-transactions of a 


country. 
What the Trade Acceptance Is 


As its name implies, a “trade acceptance” 
is a draft or bill of exchange drawn by 
the seller of merchandise on the buyer 
and accepted by the buyer. On mak- 
ing a shipment of goods, the seller sends to 
the buyer a written order to pay the amount 
involved in the transaction on a given date. 
The purchaser shows his agreement to pay 
by writing across the face of the draft “Ac- 
cepted,” and signing his name. The bill is 
then a completed “trade acceptance.” 

There is a good deal of prejudice on the 
part of many business men in the United 
States against the word “draft,” due partly 
to the fact that drafts have not been in com- 
mon use, and partly to the fact that certain 
forms of draft have been employed as a 
means for dunning slow pay debtors. 

Merchants, therefore, have come to re- 
gard the drawing of a draft on themselves 





as a reflection on their credit standing. The 
same merchants, however, if emgaged in 
foreign commerce, do not hesitate to accept 
drafts for purchases abroad, making free 
use of drafts when dealing with their for- 
eign customers; and the prejudice against 
the use-of the same credit instrument for 
domestic trade is simply a matter of custom 
and usage. 

Of recent years, American business men 
have become more and more dissatisfied 
with our present commercial credit system. 
This dissatisfaction has borne fruit in the 
thorough reorganization of our banking 
structure under the Federal Reserve System. 
The old absurdity of commercial banks 
loaned to their limit and unable to give 
credit to their customers at the very time 
when loans would have prevented panics is 
done away with. The establishment of the 
Reserve System has made desirable the re- 
construction of the credit basis on which 
our banking and business structure rests. 

What are the faults of our present meth- 
ods which require a change? 

“Liquidity” is a word often on a banker’s 
tongue and oftener in his thought. Liquid- 
ity is the ability to turn assets into cash 
rapidly, to meet any emergency that may 
arise. The power to increase its cash re- 
sources whenever there is a demand upon 
them adds greatly to the strength and 
soundness of any concern. 

Therefore, that the present system of 
merchant’s open accounts is not liquid is a 
serious fault. The manufacturer sells his 
product at 60 or 90 days’ or 6 months’ time. 


_His claim on the buyer is shown in an open 


account. This is not readily negotiable. 
For the length of time credit was granted, 
the manufacturer’s accounts receivable are 
“frozen” and cannot be turned rapidly into 
actual cash. 
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In extending credit on open account to 
customers, manufacturers are acting as 
bankers. Since their special function is to 
produce and sell goods and not to act as 
bankers, this credit extension is relatively 
inefficient. ‘To have their own credit re- 
sources tied up in non-liquid extensions to 
customers is unprofitable. 

Furthermore, when carrying customers on 
open account, the only paper on which the 
manufacturer can .borrow is his own single 
name note, backed by a financial statement. 
This method of borrowing has disadvan- 
tages. Other things being equal, a banker 
regards two-name paper as better than one- 
name paper. Promissory notes are not 
granted preferential rates when rediscounted 
at Federal Reserve Banks. The financial 
statements behind them must usually be 
severely discounted by the banker—because 
the assets there shown, as before stated, can- 
not be liquidated rapidly. 


High Cost of Open Accounts 


As a result of these burdens of the open 
account system, sellers customarily offer 
discounts for so-called “cash” payment. 
The burdensomeness of the open account is 
shown by the fact that this cash discount 
is ordinarily many times in excess of mar- 
ket interest and discount rates. 

To Europeans who are accustomed to 
financial commercial transactions at the 
lowest rates in the market, the enormous 
difference which American business men 
make between cash payment and credit 
seems absurd. It is the price paid for the 
non-liquid form in which our commercial 
credit is put. 

Further, the open account system leaves 
transactions in an indefinite form. The 
claims of the seller are shown only in book 
accounts. He has no protection against the 
abuses of taking unearned discounts and 
of exceeding the maturity of the credit. 

No one claims that the trade acceptance 
is a cure for all business troubles. But it 
can remedy some of the defects of the open 
account system, because it is a definite in- 
strument which can readily be turned into 
cash. 


How the Acceptance Works 
The way the acceptance works is simple. 


When the seller ships his goods he offers 
the buyer the option of taking a cash dis- 


count or of “accepting” a draft for the 
amount of the invoice, payable at 60 or 90 
days or longer. If the buyer does not avail 
himself of the discount, he returns the com- 
pleted “trade acceptance.” 

When the seller carried the buyer on open 
account, he had on his books an asset which 
he could not turn into cash. When the 
seller takes his customer’s acceptance, he 
has in his portfolio commercial paper which 
he can convert into money at any time and 
at favorable discount rates. 

Trade acceptances, arising as they do out 
of bona fide commercial transactions and 
therefore of a self-liquidating character, 
secured by the names of both buyer and 
seller, are regarded by banks as good in- 
vestments and are given preferential rates 
when rediscounted with Federal Reserve 
Banks. For that reason. the holder of ac- 
ceptances can easily turn them into cash 
whenever he desires. The manufacturer 
who replaces his open accounts with cus- 
tomers’ acceptances, therefore, gets rid of 
his non-liquid assets, and replaces them 
with assets which may be converted into 
cash at the holder’s option. 

Moreover, sales evidenced by trade ac- 
ceptances are in definite condition. The 
acceptance fixed a definite date, place, and 
amount to be paid. The abuses of unfair 
return of goods, the taking of unearned dis- 
counts, and the exceeding of the maturity 
of the credit, are largely prevented. 

This is so because the acceptance forms 
a written and easily enforcible acknowledg- 
ment by the debtor of the amount which is 
to be paid and the time when it must be 
paid. In cases where dispute arises, the ac- 
ceptance is conclusive proof of claims. If 
bankruptcy proceedings occur the possession 
by the creditor of such an instrument is 
invaluable. Any one who has been inter- 
ested in such proceedings is convinced of 
the desirability of having back of his claims 
a negotiable instrument which will be taken 
by court as prima facie evidence of the 
nature and amount of obligations due. 


Advantages of Liquidity 


To sum up, the trade acceptance system 
replaces non-liquid open accounts with ne- 
gotiable instruments which can be cashed 
at the option of the holder. They will 
finance mercantile transactions at discount 
rates much lower than those imposed on the 
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taking of credit under the open account sys- 
tem. Other things being equal, they will 
command favorable rates at banks. Ac- 
ceptances put commercial transactions into 
definite shape, assuring prompter payments 
at maturity, and checking the abuses so 
prevalent under our present uncertain and 
loose system. 

Although trade acceptances have consid- 
erable advantages over open accounts, it 
must be emphasized that their adoption does 
not remove the need for all the prudence 
and watchfulness as to credit and credit 
extensions which must be exercised under 
the present system. As a matter of fact, 
in many cases concerns of doubtful re- 
sponsibility or limited credit seem to be 
looking to acceptances as a means of ex- 
tending their credit unduly. The danger 
of credit inflation should be carefully 
guarded against, and the ease with which 
acceptances can be rediscounted should not 
be permitted to result in an undue exten- 
sion of credit to any concern. 

If reasonable prudence is exercised, there 
is little danger of credit inflation. Abroad, 
it is avoided by the watchfulness of banks 
and discount houses which either refuse to 
discount, or charge exceedingly high rates 
for discounting undesirable acceptances, 
when an acceptance line exceeds the amount 
which the acceptor’s responsibility warrants. 
The same precautions must be observed in 
this country. 


Two Name Paper Strengthens Credit 


It is to be noticed that an acceptance is 
two-name paper. It bears the name of the 
seller of the merchandise as well as of the 
buyer. Therefore, due consideration must 
be given to the responsibility not only of 
the acceptor but also of the drawer of the 
instrument. Conversely, prudence must be 
exercised by the sellers of goods not to be- 
come contingently liable on a line of paper 
which exceeds the acceptor’s ability to pay 
at maturity. 

Too much emphasis cannot be placed on 
the need of care in extending credit on ac- 
ceptances. The fact that these instruments 
are definite negotiable instruments on which 
payment can be enforced at maturity and 
on which both buyer and seller are liable 
encourages due caution, and for that reason 


acceptances are advantageous. 
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The notion that under the new method 
every one can have as much credit as he 
wishes, must be eradicated. If there is any 
advantage in trade acceptances which war- 
rants their adoption it is that they will 
make possible greater liquidity and greater 
definiteness in commercial transactions. 
That means, not a loosening, but a tighten- 
ing, of credit as compared with the present 
system. 


Advantage to the Buyer of Goods 

From the point of view of the buyer, the 
use of trade acceptances affords the advan 
tages which naturally result from putting 
business transactions in a clear, definite 
form. 

Buyers who make acceptances may réa- 
sonably expect higher credit standing as a 
result of their use. The maker of an ac- 
ceptance puts himself in a preferred class 
over the buyer who must be carried on open 
account, because the acceptance forms a 
definite written agreement to pay strictly 
according to the terms of sale, and because 
the seller by discounting can obtain cash 
for the acceptance whenever he wishes. 
When sellers have become convinced by a 
test over a period of time that the buyer’s 
acceptances are paid at maturity and that 
they can be discounted readily and there- 
fore form an equivalent of ready money, 
preferential treatment for the acceptors will 
naturally result. 


Better Sales Terms 


For the same reason, buyers who close 
transactions with acceptances may be ac- 
corded better sales terms than those who 
buy on open account. Many sellers already 
are granting some form of discount to such 
customers. As acceptances prove their 
merits in actual use, such reductions in 
price may be expected to become the rule. 

A third advantage to buyers is that the 
use of trade acceptances tends to check over- 
buying, and consequent losses from unsal- 
able stocks. Making a definite written 
agreement to pay at a certain date en- 
courages prudence and forethought in the 
conduct of business. The acceptor realizes 
that he must be in a position to meet his 
obligations promptly. By making obliga- 


tions definite, and by meeting them prompt- 
ly, a concern earns a merited reputation for 
responsibility and efficiency. 














Leading Opinions 


About Financial, Investment and Business Conditions 





“All Must 
Save”—D. W. Morrow 

“If we are to take this war seriously, if 
the people of the United States are to prove 
themselves worthy of standing by the side 
of the nations of Europe in this great strug- 
gle, it means that the people of this country 
must realize that two things cannot occupy 
the same space at the same time; that the 
government cannot get the goods and serv- 
ices it needs unless some one else does with- 
out them.” 

Dwight W. Morrow, of the firm of J. P. 
Morgan & Co., took that for his text in ad- 
dressing the Bond Club at its regular 
monthly luncheon in the Bankers’ Club. 

Mr. Morrow was speaking particularly about 
the Secretary of the Treasury’s arrangements 
for selling $2,000,000,000 of war savings cer- 
tificates. He said: 


“The fundamental principle which underlies 
the war savings movement is the release of 
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labor and material for the Government. It 
is not primarily a bond selling movement; it 
is primarily a national thrift movement to con- 
serve materials and labor now utilized for non- 
essentials.” 


Bankers Advocate 
Conservatism 


Whether or not liquidation in the se- 
curities markets has run its course is a 
question upon which little agreement is 
found in the financial district, says the 
N. Y. Sun. 

Bankers as a rule are averse to giving pub- 
lic interviews on market conditions, but in 
private talks with many of the more prominent 
men in the Street we gather that the banking 
interests as a whole are more optimistic than 
pessimistic over the general business situation, 
but that they believe it is a time for extreme 
conservatism in all operations, a time for con- 
fidence in the strength of fundamental condi- 
tions and a time when all effort should be 
directed toward shaping the war along the 
path of victory. 

Bankers do not believe it is a time for wide 
speculation in stocks, nor do they believe that 
lower prices are wholly out of the question. 
Apparently they have not made up their minds 
as to the position of the market in respect of 
further liquidation, but they are a unit in the 
logical theory that the liquidation of the last 
four weeks and the readjustment of market 
values to lower levels have been the inevitable 
consequences of war and the financing of war. 


Bonar Law 
Scouts Repudiation 


Speaking at Manchester, England, on 
Great Britain’s financial plans, Chancellor 
of the Exchequer Bonar Law scoffed at the 
suggestion of government repudiation of 
debts. He said: 

“I am sorry to say that a determined and 
concerted effort is being made by a small sec- 
tion to frighten depositors, and particularly 
small investors, from lending to the State 
They say it is not safe. Nothing could be 
more absurd. These Government loans, both 
as regards principal and interest, have behind 
them the whole of the taxes, actual and poten- 
tial, of the country. That being so, the Gov- 
ernment has, at all times, the first call on all 
the income and all the property of every citi- 
zen, 

“It is therefore obvious that, as the greater 
includes the less, these securities, which com- 
prise all others, must be safer than any other 
security. But it is said there is a danger that 
this debt will be repudiated. Again, what non- 
sense! I have heard a good deal of talk about 
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the conscription of wealth—some people know 
what they mean and some don’t—but I have 
never heard anyone talk of the conscription 
of one kind of wealth and the leaving of other 
kinds of wealth alone. Whatever Govern- 
ment there may be in this country—Coalition, 
Liberal, Conservative or Socialist—it will 
never discriminate against that form of wealth 
which is given to aid the country in her hour 
of need.” 


Shipper’s Versus 
Railroad’s Dollar 


R. J. Clancy, assistant to the general 
manager of the Southern Pacific Co., dis- 
cussing the present situation of the carriers, 
points out that the service a railroad ren- 
ders is expressed in “ton miles.” A ton 
mile is the equivalent of hauling a ton of 
freight one mile. What a railroad is able 
to earn by hauling a ton of freight one mile 
corresponds to what a workman can earn 
for his hour of labor. 

“In 1913 the railroads received on an average 
of 7.29 mills for this unit of service. In 1916 
rates have declined to a point where the ton 
mile brought only 7.06. In money this decline 
amounted to over $80,000,000 in 1916. So that 
money received for the ton mile was less. 

“In 1913, 5,800,000 ton miles would buy a 
Mallet locomotive. Today the locomotive costs 
almost 10,500,000 ton miles. To earn the added 
cost of $74,100 a railroad would have to haul 
a ton of freight 187 times around the world. 
So, 172,153 ton miles would buy a box car in 
1915, but the small car costs 284,000 ton miles 
now. 

“While the purchasing power of the ton mile 
las decreased, that of other commodities has 
risen. In 1915 a ton of manganese was equiva- 
lent in purchasing power to 93,000 ton miles. 
In 1917 it is equivalent to 566,000 ton miles. 
The purchasing power of the ton mile has 
dropped all the way from 16 to 60 per cent. 
in respect to labor, equipment and the 1,200 
or more grades and varieties of material ordi- 
narily used by a railroad. 

“The shipper’s dollar now buys 141.6 ton 
miles, the largest in history. The railroad’s 
dollar buys the least in history. 

That is the railroad gets less dollars per ton 
mile and the dollars buy less than ever be- 
fore.” 


State Control 
of Tractions 


Frederick J. Macleod, chairman of the 
public service commission, in a statement 
before the street railway investigation com- 


mission of the Massachusetts legislature 
suggested state aid for the street railways. 
He said: “Our suggestion is that the state 
should, for a limited period, act as the banker, 
supplying needed property upon the instalment 











IRECKOW wEVE 


~~ 


H=% 
— AE hh 
Spat 5 
es 











—New York Tribune. 
THE NEW GOVERNESS AND THE SPOILED 
DARLINGS OF THE FAMILY. 





plan of purchase, giving the companies bene- 
fit of its better credit and of the lower rates 
of interest which it is able to command. The 
opportunity ought not to be extended to every 
company. There are probably certain street 
railway properties where reorganization is in- 
evitable, or sale at a loss to some other com- 
pany. The necessary line might be drawn by 
fixing some standard of past earnings or pay- 
ment of dividends.” 

Mr. Macleod further said: “It is true that 
our street railways are finding it very diffi- 
cult to obtain capital, but even if they were 
more prosperous the task would still be a hard 
one and perhaps impossible with all the coun- 
tries of the world, including our own, in the 
market for billions of dollars. It is true that 
the earnings of the street railway companies 
have decreased but so have the earnings of 
the great majority of individuals in these 
strenuous times when expressed in terms of 
purchasing power, and the end has not yet 
been reached.” 

Mr. Macleod submitted tables showing the 
net divisible income of all the railways of the 
state for a period of 20 years, and the percent- 
age on capital stock, eliminating Boston Ele- 
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vated. The tables show that in 1897 the street 
railways earned 5.73 per cent. on stock; in 
1900, 6.02 per cent.; 1904, 2.51 per cent.; 1909, 
5.29 per cent.; 1916, 2.71 per cent. 


Street railway managers, politicians, and 
others interested in rapid transit and mu- 
nicipal ownership in New York, are dis- 
cussing the address delivered by Travis H. 
Whitney, Public Service Commissioner, be- 
fore the Queens Borough Chamber of Com- 
merce at Flushing. 

Mr. Whitney suggested that the time was 
rapidly approaching when the city of New 
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York might take over the street-car lines. 
This pronouncement, following the success at 
the polls of the Democratic city ticket pledged 
to municipal ownership of public utilities, was 
accepted at the City Hall today as signifying 
that the trained and disinterested judgment 
of an accepted transit expert was not unfavor- 
ably expecting city control “of streetcar fa- 
cilities. 

The city, Mr. Whitney said, was already in 
the transportation business, having invested 
more than $200,000,000 during some twenty 
years, and it was his belief that from a busi- 
ness point of view it should have the power 
to obtain such control or ownership of sur- 


face lines as would permit synchronization of 
rapid transit and surface lines. 


Why Stocks 
Declined—F. H. Sisson 

The present depression of securities and 
the falling stock market are due to three 
factors, according to Francis H. Sisson, 
vice-president of the Guaranty Trust Co., 
of New York, who spoke recently be- 
fore the Buffalo Association of Credit Men 
at Buffalo on “Guarding the Natidn’s 
Credit.” 

“The simple fact of the situation is that 
there is no purchasing power in the market to 
stay the downward trend,” said Mr. Sisson. 
“That lack is caused, first by Governmental 
competition; second, by private needs, and 
third, by uncertainty as to future develop- 
ments. These causes are all entirely outside 
the possibility of any one, or of any group, 
to control. 

“The bankers of New York have done their 
utmost to stay this tide, but without great ef- 
fect, for the very simple reason that neither 
they nor any other group can stay the operation 
of economic laws or alter the effects arising 
from causes which they cannot control. They 
have done all in their power to help maintain 
and stabilize values; and their splendid work 
in floating the Second Liberty Loan certainly 
speaks for itself.” 


Railroads a 
Storm Center 

The agitation around the railroads con- 
tinues unabated. Rates, wages, preferen- 
tial freight, new equipment, pooling, Gov- 
ernment control — all contribute to the 
boiling railroad pot. Herewith we present 
some leading opinions expressed in the 
last two weeks anent the railroad situation: 

Government operation of railways if the 
pooling plan does not afford relief from 
congestion was considered at Washington, 
says the N. Y. Evening Mail. 

This was as the committee of vice-presi- 
dents of eastern lines gathered to perfect 
general plans to put the pooling arrange- 
ments into effect. 

Congressional action would be necessary if 
Government operation was decided upon, but 
that has been discussed by officials who have 
been considering what steps would be neces- 
sary if the pooling plans should not relieve the 
congestion, 

The operating committee of vice-presidents 
which will serve under the general direction 
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of the Railroad War Board, met recently with 
the board to work out details of the plan of 
pooling trackage and equipment of the eastern 
lines. They expected to announce a general 
plan of operation soon. 

Adopted as the most practical suggestion 
advanced,’ the pooling plan will be operated 
entirely by the railroads themselves without 
Government participation. 


Representative Sims, chairman of the 
House Committee on Interstate and For- 
eign Commerce, declared that the present 
railroad problem is unusual and the mis- 
take should not be made of trying to meet 
it by permanent laws. 

“There is one thing which can be done and 
which I think may be accomplished at this 
session,” said Mr. Sims, “and that is to pass 
legislation by which the Government would 
guarantee loans to the railroads at a low rate 
of interest to enable them to make improve- 
ments imperatively needed at the moment and 
to expand their facilities to meet the usual 
demands upon them. The railroads cannot 
borrow money now except at grievously high 
rates of interest and after they get it they 
find that on account of increased wages to 
labor and added cost of material, a dollar does 
not go as far as it would in ordinary times.” 


Immediate Government financial aid for 
American railroads was advocated by 
Frederick H. Prince, banker and railroad 
expert, and former Mayor John J. Fitz- 
gerald of Boston, at the session of the In- 
terstate Commerce Commission hearing on 
freight and passenger rate increases for 
New England roads. 

Mr. Fitzgerald warited to know why the 
Government could make loans to France and 
Russia and for the construction of a shipbuild- 
ing plant at Squantum, and not be able to ren- 
der financial assistance to the railroads of the 
country. He urged Commissioner George W. 
Anderson, who is conducting the hearing, to 
suggest this to the Commission on his return 
to Washington. 

“It seems not wumreasonable,” said Mr. 
Prince, “that a loan of $500,000,000 to be se- 
cured by railroad equipment should be made 
to our railroads which are as necessary for 
the war as any other agency. The mere knowl- 
edge that such a loan was available would 
automatically restore credit, the life-blood of 
the railroads.” 


In a brief submitted to the Interstate 
Commerce Commission in the 15 per cent. 
advance freight rate case, Clifford Thorne, 
leading counsel for the shippers, suggests 


that the Commission recommend that the 
Government take over the operation of the 
railroads for the duration of the war. 

Mr. Thorne pointed to the fact that Frank 
A. Vanderlip, New York banker, testified that 
he believed the rate increase would act only 
as a poultice and not cure the railroads’ 
trouble, and to the statement of Samuel Rea, 
president of the Pennsylvania Railroad, that he 
did not believe the roads should attempt large 
bond flotations when the Government was put- 
ting out loans. 

He asked why, if the Government can buy 
several hundred million dollars’ worth of cars 
and engines for France and Russia, “cannot 
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she buy some cars and engines for American 
railroads”? 


In a statement, Fairfax Harrison, chair- 
man of the Railroads’ War Board, points 
out that the congestion on the railways due 
to war demands is largely confined to the 
East, and made the point that this conges- 
tion is traceable in great measure to unre- 
stricted extension of the expedient of pref- 
erence freight. Mr. Harrison’s statement 
follows in part: 

“The measures which the Railroads’ War 
Board has adopted to improve transportation 
conditions in Eastern territory apparently 
have given many persons an erroneous impres- 
sion regarding the transportation situation in 
the country as a whole. 

“Reports from the West show that there is 
no serious congestion in that territory, and 
that the railroads are handling the traffic in 
as satisfactory a manner as could be expected 
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in view of its very large volume. They are 
not able to furnish all the cars for which 
shippers ask, but this is largely due to the de- 
tention of cars in Eastern territory, owing to 
the congestion there, which special measures 
have been adopted to relieve.” 


Banking and 
Brokerage Opinions 


Hayden, Stone & Co.—Occasionally it is 
well to break away from day to day influ- 
ences that are only too apt to shake our 
opinion on financial matters, and take a 
wider view of the larger influences that, 
after all, must govern the major move- 
ments of the market. It is now over seven 
months since this country was drawn into 
hostilities. It has now largely adjusted it- 
self to the first shock, and it seems a fitting 
time to take a wide gh of the situation, 
in the hope of being able to judge more 
wisely of future tendencies. 

Looking back over these momentous 
months, the first thing that strikes one is 
that the theory that war, when brought 
home, is an inflator of values, was quickly 
exploded. Any tendency in this direction 
was engulfed in the far more potent influ- 
ence of the tremendous drain of capital. 
The necessity, which quickly became ap- 
parent, of fixing prices, at omce cast a 
damper on speculative proclivities. This 
was followed by the necessity of raising 
huge sums of money, at short notice, by 
bonds and taxes. The unexpectedness of 
these demands, the sudden reversal in our 
position, could be expressed only in terms 
of liquidation. The rising cost of capital 
has, in short, been easily the predominating 
influence. On top of this has arisen a very 
severe labor problem yet to be fully solved. 

As against these, there have been de- 
veloped other factors of a reassuring char- 
acter, which have not, in this short time, 
been able to withstand the adverse in- 
fluences. 

Keane, Zayas & Potts.—It is not ae 
ten, and never will be forgotten, that for- 
tunes have been made in the stock market; 
and it is the fact that most of these fortunes 
have been accumulated under conditions ap- 
proximating those which exist today. The 
time to buy is when prices are so low that 
they can move only in one way—upward. 
That time seems to be at hand, and it is at 
hand only because buyers have been scarce. 
Buyers have been scarce because Govern- 
ment financing had the > of way and 
occupied all of the road. Government 
financing is out of the way for the time be- 
ing, and we are of the opinion that the 
bargains now to be picked up in the stock 





market will shortly bring the buyers back 
in great number. 

J. S. Bache & Co.—The market has recov- 
ered its equilibrium and its movements are 
now based upon sounder and calmer judg- 
ments of present conditions and future 
prospects. 

Contrary to the course pursued in the last 
week or two, stocks are not thrown over- 
board on declines, but reactions are met 
with diminished offerings. This indicates 
that the investing public has awakened to 
the remarkable values obtainable around 
present levels, and to the fact that a once- 
in-ten-year opportunity is afforded for pur- 
chasing many securities which will return 
an ample yield while held, and will eventu- 
ally show substantial gain in principal. 

Henry Clews & Co.—Many standard se- 
curities, both stocks and bonds, are selling 
much below intrinsic values, and abnormal 
conditions have been very largely dis- 
counted. These facts have been recognized 
quite fully, and there has been a great deal 
of scattered investment buying, small in de- 
tail but large in the mass. As a result the 
technical position of this market has greatly 
improved by recent liquidation, and prices 
show much more readiness to rally upon 
favorable news. The course of prices must, 
however, inevitably depend upon day to day 
developments, and this means decided ir- 
regularity. 

_Shonnard, Mills & Co—Much of the pes- 
simism of the recent past has been based 
upon the disquieting war news from abroad. 
At first it was taxation, then price-fixing and 
labor troubles, and any number of domestic 
disturbances attributable to pro-German 
propaganda. What with widespread liquida- 
tion in the security markets and baffling 
selling of Liberty Bonds, it is small wonder 
that nerves were well nigh unstrung. Now, 
however, things look brighter, with the 
psychological c ange that has come over the 

community. 


financial x 

Goodbody & Co—We think it probable 
that an unjustified decline in the good in- 
dustrial stocks has resulted from the fully- 
justified declines in railroad and public util- 
ity stocks. Many holders of both railroad 
and industrial stocks have preferred to sell 
their industrials, which are still far above 
their low prices of three years ago, rather 
than to sacrifice their railroad and utility 
stocks at the lowest prices at which they 
have sold in the last twenty years. 

This is a poor kind of reasoning, but it is 
the kind that is necessary to cause investors 
to hold their rails in preference to their 
industrials. Of course, if as in some unfor- 
tumate cases, investors have had to sell all 
of their holdings, their reasoning faculties 
need not be condemned on this account. 
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‘Prospects for the Motor Stocks 


A Retrospect—An Analysis of the Market Position of Prom- 
inent Issues—What to Buy, Hold or Sell 





By LAURENCE BEECH 





N the November 10 decennial an- 
niversary issue of THE Maca- 
ZINE OF WALL STREET, Mr. 

: Ernest A. Stephens, associate 
editor of The Horseless Age, pointed out very 
clearly and very concisely why the future 
of the automobile industry was assured. He 
showed how vital the industry was to the 
material progress of this country—and 
what American does not believe America 
will continue to be a leader in the progress 
of civilization?—and how vital it was to 
the rehabilitation of shattered Europe after 
the war. 

So you, Mr. Investor, who have unwisely 
put your dollars into the motors at top 
prices and still hold these deflated securi- 
ties, should not get low spirited. 

Do you remember that when you tried 
to buy a place on the band wagon, you had 
to bid pretty high for your seat? You 
bought it from a sprightly shrewd looking 
“old guy” with a lot of money bags. He 
said he knew there were a lot more bigger 
ones at the top of the hill, but that he be- 
lieved in giving the young fellows a chance. 
After vou got on, you noticed that a good 
many more old men got off with their 
money bags, but you thought that was fine. 
It lighted up the load and enabled you and 
your joyful companions to “whoop things 
up” and get to the top faster. 


A Motor Pilgrim’s Progress 


But suddenly you found that you had 
started down the other side of the hill with- 
out warning. The going was so fast that it 
almost took your breath away—as a matter 
of fact, did take the breath of a number 





of your fellow passengers who weakened 
and fell off. You, however, were sure that 
the brakes would work and that the car 
would turn around and go back up. And, 
finally, the brakes did seem to work and 
you started back up again, and you were 
still a little nervous, but the driver reas- 
sured you and so you stuck. 

Suddenly something gives way again and 
you start back down. And you think you 
will jump, but just then you look up and 
see the old men at the top of the hill. They 
yell to you that it is all right, and tell you 
not to jump. But you keep on going down 
and you get disgusted and make up your 
mind that you will surely get off when the 
car slows down the next time. 

The car does slow down and you are just 
about to climb off, when you notice that a 
man is running toward you from the direc- 
tion of a big building called “Publicity 
Bureau.” He greets you cordially and pro- 
ceeds to draw a very fascinating word pic- 
ture of the wealth and prosperity at the top 
of the hill. He tells you that he is going 
to direct the driver to a branch road which 
is not nearly so difficult. Again you decide 
to keep your seat. The car starts up a little 
cut-off from the main road. To your great 
surprise and disappointment you round a 
curve and start downward again. You 
anxiously ask the driver what is the matter 
and he says, “Nothing, I’m just going to 
get some more passengers down the road.” 

Sure enough you stop in front of a 
brightly lighted house that has a sign “Pool 
Headquarters” over the door. A _ very 
hilarious party comes out. They have little 
cans which are marked “Hot Air.” These 
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they give to the driver and tell him to use 
when he gets out of gasoline. 

Now you are off again and soon back on 
the branch road, going fine. But the new 
passengers insist on having the car stopped 
and filling up the gasoline tank with the 
contents of the little cans. This they say 
will add twice as much speed to the car. 
Some of the cans are apparently emptied 
into the engine, but the others are put back 
on the driver’s seat, opened. 

You start off again at a wonderful speed 
and the air is made so pleasant by the 
fumes of the hot air that you irresistibly 
close your eyes and go to sleep. When you 
wake up it is dusk. You discover that the 
car is going down hill again, this time over 
a very bad road. All of your jolly fellow 
passengers from “Pool Headquarters” are 
gone. You feel that you have been shame- 
fully deceived and as you ride on and it 
grows dark, your ire increases. You finally 
decide that you are going to see it through 
to the end, no matter what happens. 

Finally you get down in the valley and 
you stop at a house where there are a lot 
of very gloomy people- They tell you that 
you had better not go any further, for there 
are big ditches ahead, which are likely to 
wreck the car. They examine the car and 
find that it is in frightful condition and 
tell you that it might break down any mo- 
ment. But one or two people want to know 
if you care to sell your seat. They offer 
you what seems a ridiculously low price, 
about one-fourth or one-fifth of what you 
originally paid. 

You are so discouraged that you are al- 
most ready to sell when you decide to in- 
quire what they want with such a danger- 
ous seat. They say they are willing to take 
a chance. “But why?” you ask. “Well,” 
one says, “there is the Accumulation Gar- 
age up the road. If the car ever gets that 
far, it may be fixed up so that it will run 
all right the rest of the way. It is a long 
road that has no turning, and I have an 
idea that this road goes around the hill and 
meets the broad highway that leads to the 
top.” 

“Who owns the garage?” you ask. 

“Insiders & Co. They are the people 


who sold out their interests in motor stocks 
during the boom times, a couple of years 
ago,” you are told. Intuitively you know 


the Messrs. Insiders to be the shrewd “old 
guys” who gave up their seats on the way 
up the hill. 

The tip sounds good to you. In fact, the 
more you think about it the better it sounds. 

We agree with you that you should keep 
your seat, but on ome condition. Find out 
if the car is in condition to get to the gar- 
age. If it is not, you had better get off and 
find another car that will take you there, 
or else walk there and get a seat in one of 
the cars that has been repaired. 

All of which brings us to an examination 
of the position of the various motor stocks. 


Willys-Overland’s Reserve Strength 


There are three salients of strength 
which give the Willys-Overland Co. a com- 
manding position in the automobile field. 

First is its organization, surpassed by 
none, with the exception of Ford’s. Effi- 
ciency in quantity production has been the 
objective of the Overland management. 

Secondly, the company, early and well, 
fortified its cash position with the sale of 
common stock. This stock was sold a year 
ago when market conditions were vastly 
more favorable than they now are, and the 
company got approximately $40 a share net 
for the issue of 60,000 shares, or $24,000,- 
000. Nearly all of this was applied to 
working capital. 

Third, by popularizing its cars through 
extensive and intensive advertising, the 
company has established itself in a veri- 
table stronghold against competition. Thus 
its good will is an asset of very consider- 
able value. While the figure of $14,059,- 
932 looks large, yet it may be said to the 
credit of the company that it carries this 
good will at far less than the Studebaker 
and Maxwell Companies. Although this 
item of good will will equal $10 a share for 
Willys-Overland common stock, one ‘may 
leave it out of consideration entirely and 
still see wonderful intrinsic value back of 
the shares. 

On June 30, Willys-Overland had net 
tangible assets of $69,708,657, of which 
$40,012,865 was tangible fixed assets and 
$29,695,792 net quick assets. Of the net 
quick, $8,570,405 was in cash in the 
bank. On this showing of nearly $70,- 
000,000 of assets the common stock had, 
after deducting $15,000,000 preferred, an 
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actual book value of $32.86 a share, the 
highest figure proportionately of any auto- 
mobile stock in the United States. 

This wonderful showing in “invested 
capital” will let the company out with a 
comparatively small excess profits tax. A 
9 per cent. exemption on the company’s in- 
vested capital of $70,000,000 will amount 
to $6,300,000. On the basis of probable 
net earnings for this year of $9,000,000, 
the taxable excess will be $2,700,000, 20 
per cent. of which amounts to $540,000, or 
but 32 cents a share on the common stock. 

On the basis of the present outstanding 
common capital of $41,621,825 the divi- 
dend requirement at the rate of 12 per 
cent. per annum is approximately $5,000,- 
000 per annum, and the dividend require- 
ment on the $15,000,000 outstanding 7 per 
cent. preferred stock is approximately 
$1,000,000, or a total of about $6,000,000. 
The record of the company’s earnings 
available for dividends since 1913 is given 
below. (It should be noted that the periods 


are irregular.) 





Net Income 
icin ds deckad ctdcavecdteuee $6,005,311 
SE et ths oddone ewkuintn dled a@ixe 9,565,718 
PE tee beta cee akeasiad te 9,870,678 
DE in ooo ek ts baw pedis va ceuawe 3,019,099 
WE gd as os wnt caw ths cekn eee 5,231,275 
EE a eo etic tas ch buewe oc eas 3,967,677 

(a) Six months ended June 30. 
(b) Six months ended December 31. 





(ec) Year ended June 30. 
(d) Covering period from November 30, 1912, 
to June 30. 


Admittedly there is going to be a reduc- 
tion in the earnings of the company from 
such causes as decreased demand, higher 
production costs, taxation, etc., etc. 

But Willys has reserves of undoubted 
strength, namely, its aeroplane parts busi- 
ness, to handle which it has recently com- 
pleted a large new factory in Cleveland; 
and its interest with the Curtiss Aeroplane 
& Motors Corporation. It bought control 
of Curtiss this summer. 

In order to establish the aeroplane busi- 
ness on as profiable a basis as the auto- 
mobile business, it will be necessary to 
standardize parts to the minutest detail and 
build a great many of them. The Engi- 
neering Department of the Overland Com- 
pany has been extremely successful in do- 


ing this, and it goes without saying that 
Curtiss will receive orders for as many 
aeroplanes and motors as it is possible for 
them to build during the present war. 
There will not be an immense production 
of aeroplanes when the war is over, but it 
is reasonable to suppose that a great many 
will continue to be used for business and 
sporting purposes. By that time the aero- 
plane will have demonstrated its efficiency. 

With the foregoing facts before us there 
is no way of escaping the conclusion that 
the probabilities of a continuation of the 
Willys-Overland $3 a share common divi- 
dend are extremely good. Even if the divi- 
dend is reduced to $2 the stock would yield 
over 10 per cent. at the current quotation 
of around 19. Such a price assumes less 
than nothing for the speculative value of 
the common, based on the company’s en- 
trance into the aeroplane manufacturing 
field and its affiliation with the Curtiss 
Company. 

The preferred stock stands out as the 
most attractive among the preferred motor 
issues. Net tangible assets back of the 
stock amount to over $450 a share, or more 
than six times the present market price of 
$70. Earnings this year will be in the 
neighborhood of $70 a share for the stock. 
On the basis of a 7 per cent. dividend the 
yield is 10 per cent. The dividend is as 
safe as it is humanly possible for anything 
to be in the stock market. 


General Motors—“Meteor” 


Meteoric is the only adjective that ade- 
quately describes the rapid progress of the 
General Motors Co. since the war started; 
the sensational market career of the stock, 
or the historic fight, centering around Wm. 
C. Durant, for control of the management 
of the company’s affairs. 

The old General Motors stock sold at 
850, higher than Bethlehem Steel and 
higher than any stock ever sold on the 
Stock Exchange, with the exception of 
Northern Pacific. The latter’s price of 
1,000, as everyone knows, was freakish. 

Phenomenal expansion in the earnings of 
the company in 1915 and 1916 formed the 
basis, or rather the excuse, for ballooning 
the company’s capital, for the purposes of 
which the present General Motors Corpo- 
ration of Delaware was formed to take 
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over the stocks of the old General Motors 
Co. of New Jersey. 

This is how the earnings of the company 
have grown: (Years ended July 31) 


BEES S nec3dancdaedatepeoagnsknekan $3,316,251 
BE: bcdeb $00 kPuRcoceevstasevasere 3,896,293 
BE. ‘veccccccccscccectevewcscteces 7,459,472 
PR cei cede ceedvcsccsesseroesuase 7,249,733 
ME 2k.n 5 Wade agedeveseccekens soup 4,457 

FORD cvessnccccccccceseesvugecceee 28,789,560 
1917 (Estimated) ...............+- 30,000,000 


The following tables show how present 
capitalization compares with the old cap- 
italization and give the equivalent of earn- 
ings a share of common for a period of six 
years on the basis of the present capitaliza- 
tion. 

Comparative Capitalization 


Pfd. Common 
Shares Shares 
New Jersey Co. (Old)..... 149,852 165,118 
Delaware Corp. (New).... 200,000 826,000 
Earnings 
Aggregate aad seven years, part- 

+ cites Lobiscunskebieaesees $102,000,000 
aad on — ERS SACRE | eee re 000, 
Dividends on basis present preferred 

DUEL an ighiundssketeeecibaedesebac 1,200,000 
Amount remaining for common. . 15,800,000 
Earnings a share on present common 17.90 


Consider the possibility of a long drawn- 
out war with Government restriction of the 
company’s business and decreasing use of 
pleasure cars, “for economy’s sake.” Take 
into account also the effect of rising costs 
and less efficient labor. It is then easily 
conceivable that earnings will fall back to, 
or even below the above average. 

Viewing the two last years’ results as ab- 
normal, it may be regarded as quite probable 
that earnings on regular business will shrink 
at least 50 per cent. within the next two 
years. A 50 per cent. shrinkage would 
bring them down to about the 1915-1916 
figures, which—and this is significant— 
were practically double each of the two 
previous years. On such a basis, making 
no allowance for war taxes, earnings would 
equal $17, instead of $34 a share. 

True, General Motors is getting muni- 
tions orders and its earnings on regular 
business are so far holding up remarkably. 
Also the financial position of the company 
is reported as stronger than ever, with cash 
in banks and sight drafts of above $22,- 
000,000. But don’t forget that excess 


profits taxation will cut a wide swath in 
the company’s earnings right away. 

War taxes cannot be computed accurate- 
ly, because the company does not yet know 
just what it may be permitted to call “in- 
vested capital.” A conservative estimate, 
however,. indicates a minimum tax on the 
basis of this year’s estimated earnings, of 
$10,000,000 or $12 a share. 

This will weaken the company’s cash po- 
sition. 

With all these factors against it, ‘t is ob- 
vious that dividends at the present rate of 
$12 a share cannot be long continued. A 
reduction to $6 would not be surprising. 

General Motors’ figures of asset veluc 
and comparative market prices are not alto- 
gether reassuring. Exact figures on present 
book value are not available, but, taking 
the net tangible assets—$60,200,000, as of 
July 31, 1916, and adding surplus earnings 
after dividends for the following fifteen 
months— $27,000,000, it becomes apparent 
that the company ought to have shown, as 
of November 1, last, something like $87,- 
000,000 in net tangible assets. Deduction 
of $20,000,000 par value preferred stock 
would bring this down to $67,000,000, or 
$81 a share as the book value of the 826,- 
000 shares of common. Finally it may be 
pointed out that General Motors present 
common capitalization, on the basis of the 
present quotation, $90 a share, has a total 
market value of close to $75,000,000, com- 
pared with $13,500,000 for the old stock 
taken at its 1915 low price of 82. The 
present shares are really selling at the 
equivalent of about 450 for the old. There- 
fore, the price of the stock shows a small 
shrinkage from its record high level, 850, 
compared with stocks like Studebaker, 
Maxwell or Willys. 

The preferred stock of -General Motors 
has net assets of about $435 (estimated) 
back of it. It has shown for seven years 
average annual earnings of about $85 a 
share. Current earnings are at the rate of 
$150 a share. Selling at 75 to yield 8 
per cent., it looks high only in comparison 
with some other preferred motor shares. Its 
intrinsic worth cannot be questioned. 


Studebaker’s Weakness 


Studebaker’s weakness lies in its lack of 
cash and its heavy burden of floating debt. 
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This condition has been relieved, of course, 
by the reduction in the dividend, but it is 
still somewhat doubtful as to whether 
Studebaker can “pull through” and main- 
tain the present 4 per cent. rate. 

A balance sheet of the company drawn up 
am June 30 showed that bank loans had 
een expanded to $13,200,000 from $4,- 
000,000 on December 31, 1916. Im the 
same period the cash of the company had 
shrunk to $2,786,000 as compared with 
$3,196,000. Unlike the Willys-Overland 
Co., Studebaker did not provide for financ- 
ing itself through a period of stress. Earn- 
ings continued large enough to cover divi- 
dend requirements by a good margin, but 
the company found that it was having to 
expend an enormously increased amount 
for labor, materials and supplies of all 
kinds. On June 30 it had the enormous 
total of $25,000,000 invested in “invento- 
ries.” This heavy inventory account proved 
its undoing, because when the United 
States got into the war, sales of cars were 
suddenly curtailed and orders were can- 
celled right and left. The only thing for 
the company to do was to reduce divi- 
dends, because it found that its bank loans 
had been expanded to a dangerous limit. 

Large Floating Debt 

Since June 30, bank loans have been 
materially reduced. Nevertheless the 
Studebaker Co. now has a floating debt 
estimated at approximately $10,000,000. 
It does not look as if it was conservative to 
continue dividends at all under these cir- 
cumstances. The interests of stockholders 
would be better conserved if dividend pay- 
ments were suspended altogether and the 
money applied to the strengthening of the 
company’s financial position. It is stated 
that Studebaker is doing a large business 
still, but it must be remembered that this 
business is being done at a greatly de- 
creased margin of profit. With the cost of 
materials and labor at excessively high fig- 
ures, with the prospect that if the war con- 
tinues the demand for automobiles will 
steadily shrink as a result of war econ- 
omies, and with the prospect that excess 
profits taxation and other Government war 
levies will curtail the amount of profit 
available for dividends, etc., etc., Stude- 
baker’s outlook cannot be regarded as 


bright. 


It has been pointed out that the Stude- 
baker car did not give as much satisfaction 
to users last year as they had a right to ex- 
pect and that consequently it has lost some- 
thing in popularity. We are now informed 
that the company has made some radical 
improvements and that the car now being 
turned out is up to former standards. 

This situation takes on added signifi- 
cance when it is recalled that the Stude- 
baker Co. places a very high valuation on 
its trade name, etc., namely $19,807,277. 
This intangible asset is equal to $66 a 
share of common stock. Of course, a large 
part of it represents legitimate capitaliza- 
tion, owing to the abundant earning power 
of the corporation, but “good will” must 
be constantly nourished in order that it may 
remain healthy. 


Who Sold at the Top? 


There is small comfort for the holder of 
Studebaker who bought the stock above 
par. It sold as high as 195 in 1915 and 
167 in 1916. It is not hard to guess who 
were the sellers of the stock at those dizzy 
heights, when it is recalled that its astound- 
ing market movements at the time were ac- 
companied by all sorts of optimistic state- 
ments, interviews and whatnot emanating 
from official, semi-official and other respon- 
sible quarters. Reassurances that Stude- 
baker’s dividend would be maintained were 
insistently given out until a short time be- 
fore the dividend was cut. Of course, the 
holder of Studebaker stock, in his own in- 
terests, should not allow himself to be prej- 
udiced now by what has occurred in the past 
from the market standpoint. But the stock- 
holder of Studebaker stock, in his own in- 
pressed too much by the fact that the stock 
is now paying dividends of 4 per cent. per 
annum or by assertions that the company 
will be able, because of expected profits 
from war order business, to continue to 
pay off its floating debt and keep up divi- 
dends. The writer is frankly not impressed 
with the position of this stock and believes 
that holders of it should carefully consider 
an exchange into something else. As for 
the preferred, it is hard to see where it 
measures up to Willys or General Motors 
preferred. 

Saxon the “Mushroom” 


Springing up and flourishing like a 
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mushroom on the top of the prosperity 
wave for motor industry, Saxon Motors 
quickly wilted. In July, 1916, a dividend 
bouquet, in the shape of a quarterly dis- 
bursement of 134 per cent., bloomed forth. 
Just a year later the dividend was passed. 
The high price of the stock on the New 
York Curb was 87 in June, 1916. Its 
present quotation, about the lowest on rec- 
ord, is around 5%. 

The Saxon Motor Car Corporation was 
incorporated on November 23, 1915, under 
the laws of New York, with a perpetual 
charter, to acquire all of the capital stock, 
assets, property and business of the Saxon 
Motor Car Co., which was incorporated 
under the laws of Delaware on October 26, 
1915, having succeeded the Saxon Motor 
Co., which was organized under the laws 
of Michigan on or about November 20, 
1913. 

The company controls by lease for five 
years from January 1, 1915, the building 
and grounds upon which the factory is lo- 
cated, consisting of two acres of land in 
Detroit, Mich. 

During the fiscal year ended June 30, 
1916, the company produced 25,499 cars. 
The following tabulation shows the ship- 
ments made in each month of the current 
calendar year, as compared with the same 
month in the preceding year: 


1917 1916 
NS ah aes <5 se ieee Sule 2,886 1,556 
EN els cin ok os ne *971 2,231 
hg ia Ra aD ee BRS 3,261 2,604 
OIA RS See 3,199 3,405 
Rae h dig una 5 Labieuk Fs Puteles 2,294 _ 
ON PR eS rae eS 508 3,122 
BN ears 25 s'ch ses hewankoeed 792 ae 
ad kt CoN Gabe cciewnes 1,233 o 
RRND iso dcnceds shfaia oc'Gn te 1,601 2654 
ED dias wb 5 ol 8% anne iene 1,815 be 
| RE CS Ee ate oe 
POMNOD on cacbvevaatiecdee base 3,016 





*Decrease caused by fire at plant. 
**Figures not reported. 


Saxon is an assembling proposition. The 
company’s difficulties were originally 
financial, but added to those are very great 
commercial difficulties at present. An as- 
sembling company is obviously not in a po- 
sition to compete on an equal basis with a 
company like Ford, a highly efficient or- 
ganization, manufacturing its car almost 
from start to finish. And it is with the 


Ford Co. that Saxon comes into competi- 
tion, with its low priced car. 

The company has arranged for financing 
by the issue of $600,000 ten-year 6 per 
cent. notes and also by the obtaining of 
credits to the amount of $750,000. The 
creditors are to be paid off in installments of 
10 per cent. monthly, it being expected that 
they will be paid up by August 1, 1918. 

With earnings generously reduced, it is 
not expected that the company will have to 
meet any large outlays for excess profits 
taxes. However, the company is tied up in 
such a way that it must struggle along un- 
der a pretty sizable handicap, and there is 
no encouragement for the hope that .divi- 
dends will be resumed for a long time to 
come. 

An unfavorable commentary, especially 
in view of the conditions, is the fact that 
Saxon carries good will, models, patents, 
etc., at $4,557,229, or $75 a share. Its 
total assets as of June 30, 1916 (the latest 
available figures), were $7,780,665, and 
the net tangible asset$ applicable to the 
capital stock amounted to $2,298,071, or 
$38 a share. Of course, the book value of 
the stock has been greatly reduced since the 
balance sheet referred to was issued. 


Maxwell’s Rehabilitating Process 


The Maxwell Motor Co., not to be be- 
hind the procession, inaugurated dividends 
on its two junior stock issues in 1916. It 
made the mistake, of course, of declaring 
too high a rate on the common stock and of 
not paying enough attention to the matter 
of fortifying itself against less prosperous 
times. 

But to the credit of the company it may 
be said that although it has taken action 
late, it has not been afraid to take drastic 
action by suspending dividends altogether 
on both the common and 2nd preferred 
stocks. By so doing it has heeded the dan- 
ger signal and will probably be able to pull 
through a continued period of stress with- 
out having to pass dividends on the first 
preferred stock which is a cumulative is- 
sue. The Maxwell Co. is not in as strong 


a financial position as Willys-Overland, or 
for that matter, General Motors, but the 
company has an excellent trade name and 
its product is very highly regarded. Its 
management is aggressive and able, and 
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while the company may suffer for sometime 
yet from the baleful influence of mistakes 
made in the past, it should be able to pull 
through all right in the long run. 

Hence there is considerable speculative 
attractiveness about the stocks, particularly 
the first preferred issue, which is selling 
around 55, to yield over 12%4 per cent. 


White Motors—Trucks 


As one of the leading truck manufactur- 
ers, White has received and stands to re- 
ceive large contracts from the United States 
Government for military purposes. The 
company’s regular business is satisfactory. 
Of course, it must be borne in mind that 
White will not make the large profits from 
foreign orders this year which it made in 
1915 and 1916. However, the unfavorable 
aspects of the situation from the stand- 
point of earnings are not unfavorable 
enough to cause apprehension as to the 
maintenance of the present dividend of $4 
a share for the time being, although it 
should be borne in mind that Government 
taxation of excess profits is likely to bear 
heavily upon the company and to reduce 
its cash available for dividend payments. 
However, the present low selling price of 
the stock already largely discounts a divi- 
dend reduction. White is a very ably and 
conservatively managed company and there 
is no doubt that over a period of years it 
will prosper very greatly because trucks are 
in increasing demand for commercial pur- 
poses. The long range future of the stock 
is therefore promising. 


Some of the Other Motors 


Space forbids our giving any extended 
comment on the other motor stocks. Chand- 
ler Co. is deserving of mention. The com- 
pany appears to be in a very favorable con- 
dition and the stock looks low at around 


65. The regular dividend rate is 8 per 
cent. In 1916, 1% per cent. extra was 


paid, and so far this year 4 per cent in ex- 
tras has been paid. An extra dividend of 
1 per cent. was declared only recently. 
Earnings of the company are said to be 
running very much in excess of dividend 
requirements. 

Peerless Truck & Motors has been one 
of the greatest disappointments among the 
motor stocks, but at the current price of 
around 14 this issue seems to have pretty 
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fully discounted all the unfavorable factors 
in the situation. The company is now em- 
ployed profitably on Government business 
consisting of truck orders. Owing to pecu- 
liar technical market conditions there is 
not much encouragement for the expecta- 
tion of any considerable upward movement 
in the stock in the near future, but even- 
tually it should get out of the rut and show 
substantial appreciation over the present 
market price. The par value of Peerless is 
$50 a share. No dividends have been paid, 
but the company has been showing very 
satisfactory earnings. 


Summary 


To summarize we will say (and we are 
speaking more generally to the holders of 
the motor stocks above discussed, who 
bought them at very much higher prices) to 
the holder of: 

Willys-Overland preferred—Keep it. 

Willys-Overland common—Stick to it 
and buy more on weak spots, to average. 

General Motors preferred—Hold it and 
if you desire to increase your chances of 
making up losses, buy some Willys-Over- 
land preferred. 

General Motors common—Sell it unless 
you are willing to assume considerable 
speculative risk and to accept a reduction 
in your income. A plan which might ap- 
peal to some holders would be to sell part 
and reinvest the proceeds in Chandler, but 
neither stock should be bought or held un- 
less a certain amount of speculative risk 
can be assumed. 

Studebaker preferred—Exchange it for 
Willys-Overland preferred. 

Studebaker common—Exchange it for 
White Motors. 

Saxon Motors—Hold only if you are 
willing to wait an indefinite time, otherwise 
sell and put the proceeds into Willys-Over- 
land common, buying the latter on weak 
spots only. 

Maxwell Motors first preferred—Hold if 
you can assume a certain amount-of specu- 
lative risk. 

Maxwell Motors second preferred — 
Switch half into Willys-Overland common. 

Maxwell Motors common—Hold part for 
speculation but sell part and put proceeds 
into Willys-Overland, so that you will re- 
ceive some income. 

















Right and Wrong Methods of 


Investment and Speculation 


Part 1 Continued: Mistakes in Conception—When Investors 
Should Buy and Sell 





By RICHARD D. WYCKOFF 





AVING decided to study and learn 
HE the business of investment and 
fe speculation, let us begin by exam- 

W ining the forces that govern the 
great swings in prices, the extremes of 
which are measured on the one hand by 
panics, crises and depressions, and on the 
other, by great bull markets characterized 
by speculative and business inflation. 

It is a fact, though very few people recog- 
nize it, that each great or small movement 
in securities may be identified and de- 
scribed, but the principal movements, 
known as the long swings from bottom to 
top, and from top to bottom again, and 
which occupy periods of two or three years 
to complete a cycle, are the ones which 
should have our first attention and study. 

This year of 1917 is an excellent one to 
begin our investigation, because within the 
past three years, prices of securities have 
traveled the road from panic to boom, and 
back to the low levels again. These years 
of market history being fresh in every one’s 
mind, it is very much easier for us to grasp 
the significance of the principal occurrences, 
and in future campaigns turn them into the 
greatest possible profit in proportion to cap- 
ital employed. 

The War Markets 


The action of the market during the 
months of June and July, 1914, formed a 
very interesting study. Prices were sag- 
ging, but why very few knew. Events dur- 
ing the latter part of July led rapidly into 
a situation where panic ensued, and the of- 
ficial low levels of that year were made the 
day before. the Stock Exchange closed. In 
the subsequent months there was no official 
market, but prices declined considerably 
further. 

From the time the Stock Exchange 
opened until November, 1916, a bull mar- 
ket prevailed, interrupted by one main re- 
action (from October, 1915, to April, 





1916). In November, 1916, prices started 
on a downward swing, and during the re- 
cent weeks (November, 1917,) the com 
bined average price of fifty railroad and in- 
dustrial stocks has returned to the low levels 
of early 1915. In less than three years the 
fifty stock averages have traveled roughly 
from a price of about 60 to above 101 and 
back to around 60 again. 

This represents a wonderful period for 
money making, because the action of the 
market was so swift from bottom to top, 
then back to the low point again. The 
graph herewith shows how much greater 
distance was covered during the last three 
years than in the years 1912, 1913 and 
1914. This meant to the man who knew 
how, opportunities vastly greater than those 
offered during the preceding years. 

What have you to show for the invest- 
ments or the ventures you made during this 
great period? 

Thousands of people made hundreds of 
thousands and millions of dollars during 
the boom, but now, at the bottom of the 
down swing so far recorded, how much 
have they in cash or security values? 

The profits you had and have since lost 
do you no good, but this should teach you 
a lesson which you should never forget. We 
learn our best lessons through our mistakes, 
and right methods are only evolved through 
the elimination of faulty methods. 

One of the reasons why I am writing this 
series now, is because these examples of lost 
opportunities and grievous errors are right 
before us—are vivid in the minds of most 
of us, and that is why I believe the minds 
of those who have not profited will afford 
a fertile field for the cultivation of scientific 
trading and investing. J should like to see 
every reader of THE MAGAZINE oF WALL 
STREET become one of the growing class 
composed of those who know how to invest 
and operate scientifically. 

A new member of our staff remarked: “I 
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have handled the correspondence of a great 
many people who dealt in the market, but 
never have I encountered such an intelligent 
class of readers as is represented by the sub- 
scribers to THE Macazine oF WALL 
Street.” That shows that we have trav- 
eled some distance in our journey toward 
the better education of the public, but there 
is still a vast work to be done. 

One of the best illustrations we can use 
to describe the various swings in prices is 
found in the waves, the swells, and the 
tides of the ocean. As everyone knows, 
waves are depressions made by the winds. 
They may be compared to the day to day 
or week to week fluctuations in the stock 
market. “The swells are the larger move- 
ments which run at times contrary to and 
at other times im the same direction as the 
winds. These may be compared to the 
movements in securities which run two or 
three months, and which may be either with 
or against both the winds and the tides. 
The great long swings in prices, such as 
have taken place over the preceding thre: 
years may well be compared to the tides, 
because they are caused and more or less 
governed by world events, just as the tices 
are controlled by the moon. 

The Main Swings 

In our study of the greater and the 
lesser forces which influence the prices of 
stocks and bonds, we must first take up and 
acquire a thorough knowledge of what are 
known as the main swings. Then we shall 
better understand the smaller movements. 
It is therefore necessary that everyone who 
intends to make a serious study of this sub- 
ject and acquire that thorough knowledge 
which, as we have said, will lead to in- 
come, profit and success and have an im- 
portant effect upon his financial condition 
during the latter part of his life, should 
first read through and then study the book 
entitled “Financial Crises and Periods of 
Industrial and Commercial Depression,” by 
Theodore E. Burton. This book will be 
supplied by our Book Department at $1.85, 
postpaid. It is the best work on the sub- 
ject, because it goes thoroughly into the 
causes underlying panics, crises and de- 
pressions, the periods at which they occur, 
their duration, the events preceding and fol- 
lowing them, by which they may be recog- 
nized, and a brief account of such periods 


through which the United States has passed 
during the last century. The volume also 
contains important statistics, opinions of 
other authorities, and a bibliography which 
will prove exceptionally valuable to those 
who are willing to study even more deeply. 

We should absorb Mr. Burton’s work in 
order to learn the “seasons” of the security 
market, just as the farmer learns the right 
season for plowing, sowing and reaping his 
various crops. And the more we study, the 
more striking becomes the resemblance. 

If the farmer knew no more about crop 
seasons than the average investor and trader 
knows about the seasons for buying and 
selling, the world would starve. 

There is the Spring of rising prices, the 
Summer of boom, the Fall of declining 
markets, and the Winter of depression. In 
the panic or the depression, the foundation 
for the boom is laid, just as surely as the 
wildly excited days of a bull market bear 
the seeds of the next panic. 

From the low point of the panic, prices 
always have an upward trend, until the 
apex of the next bull market is reached, 
and vice versa. This upward trend is com- 
posed of many intermediate movements, 
some upward and some downward, but as a 
rule each new buying wave overtops the one 
preceding. 

If one’s judgment were infallible he 
would wait until the exact turning point, 
the very bottom, was reached, then spend 
his last dollar in loading up. With only 
semi-infallible judgment he might buy near 
the bottom or at the low point of some of 
the earlier reactions in a bull market. Then 
he could ride on the rising tide and be sure 
of profits. This sort of judgment is now 
possessed by a comparatively few. If you 
are not one of these; we aim to show how 
you can cultivate such judgment. 

The First Step 

First get rid of the delusion that it is 
always time to buy. 

Starting with the lowest point of a panic 
or depression as the ideal buying time, the 
long side becomes less and less profitable to 
follow as the market approaches the final 
top. ‘Then the reverse is true, that is, the 
greatest opportunity to sell out your long 
holdings or go short is at the pinnacle. 
And the longer you postpone liquidation 
the greater sacrifice you will finally make 
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The great thing is to get your initial 
bearings and then never lose sight of them. 
The way to do this is to recognize that the 
low point of a market movement is the be- 
ginning of'an uptrend that will continue 
until it culminates at the top of a boom; 
then see to it that all your commitments 
are made in harmony with .that uptrend, 
and act so as to extract the last possible 
dollar out of the rise. 

Bear in mind that fone are racial fol- 
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profit, whereas to buy im a downtrend 
doubles the chances of loss. 

Study the accompanying graphic of the 
average prices of fifty stocks. See how from 
the high point of 1912 prices declined in 
1913, afterward rallying sluggishly, only to 
crash down in the war panic of 1914. Then 
see how they climbed to new heights in 
1915, reacted in 1916, and finally reached 
undreamed of levels in November of that 
year. 
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lowed by other panics, but that every panic 
is invariably followed by a bull market 
sooner or later. Also that every big bull 
market up to now has been followed by a 
period of low prices. 

By recognizing the trend and acting in 
accordance with it you are working in har- 
mony with economic laws, and you will 
benefit, just as do the farmers who sow and 
reap at the proper season. To buy in an 
uptrend is to double the probability of 


Now if you were one of those who bought 
at the high point of 1912 and you held on 
until late in 1915, you finally had a chance 
to get out even, but your money was tied up 
all these three years. You lost the greatest 
opportunity that has ever occurred in the 
stockmarket because you didn’t know, or at 
least didn’t act upon some very simple rules 
that will be explained in this series. 

One of these is shown by what we term 
a “Zone Graph,” which contains past fluc- 
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tuations condensed into a form that may 
readily be copied on the back of one of 
your business cards and carried with you 
for instant reference on any day of the year. 

As the most violent fluctuations during 
the first interval were made by the rails, we 
base our graph on the average prices of 
twenty railroad stocks from the low point 
of 1903 to 1912, then bring them up to 
date by using the average price of fifty 
stocks, composed of half rails and half in- 
dustrials. These are tabulated in each is- 
sue of THE MAGAZINE oF ‘WALL STREET. 

The graph is given in more detail on 
page 292 of the November 24, 1917, issue 
of the Macazineg, but for convenience we 
have condensed it. This graph is primarily 
intended for the use of investors and long- 
pull operators, and its purpose is to show 
whether the market is headed toward panic 
or toward bull market levels. In other 
words, it shows the general direction or 
trend of the long swings of the market. It 
is not a “patent method” of investing or 
trading, for nothing we have ever discov- 
ered will take the place of brains. 

For example, the market is now showing 
a downward trend, but no one can predict 
the moment when the exact turn will come. 
The best anyone can do is say he believes 
it has turned or is about to turn, or will 
turn before long. It does not follow that 
because there were panics in 1903, 1907 
and 1914, the present decline will culmi- 
nate in a panic. 

A panic is a state of the public mind. It 
grows out of a sudden and unexpected 
event, or a series of them, producing in- 
creasing fear on the part of the public. 
While in this mental condition people sac- 
rifice their holdings at whatever prices they 
can get. They do not fear what has hap- 
pened so much as what might happen. 


The decline has now run for a year, but 
beyond the U-boat spasm in February there 
has been no panic, nor is there any assur- 
ance that there will be. We might easily 
have a stock market depression that would 
force prices down to panic levels, without 
any signs of panic. 

The investor and the long-pull operator 
who patiently waits until his graph indi- 
cates that prices are in the bargain zone 
and who then buys and holds until the sub- 
sequent bull market drives stocks up into 
the zone where he should and does liqui- 
date, is acting intelligently and scientifical- 
ly and he will realize a large profit. 

But it is not as easy as it looks. It re- 
quires great patience to operate in this way, 
and the necessity for this qualification may 
best be emphasized by repeating Jay 
Gould’s famous maxim: “The three requi- 
sites to successful operations in the stock 
market are, first, patience; second, more 
patience; third, still more patience.” 

One must also cultivate other qualities, 
such as self-control, in resisting the per- 
suasive suggestions of well meaning 
friends, the seductive literature found in 
certain market letters and the hundred 
other pitfalls for those who do not know 
just what they should do and when. 

One must be master of himself. 

He should not be persuaded or dissuad- 
ed, but should learn to cultivate and de- 
pend upon his own judgment. Until he can 
do this he had best do nothing. 

It is more difficult to learn patience, 
judgment and seH-control than to learn the 
other rules of the business. And after you 
have the rules down pat and have learned 
to exercise these qualities, you still have a 
long way to go in order to acquire what is 
most valuable of all—experience. 

(To be continued.) 
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N a country of this magnitude— 
roughly 4,000 miles square—having 
4 in three-quarters of a century built 

up a rail transportation system of 
250,000 miles, with a congestion of traffic 
now which denotes the height of prosperity, 
why is it that this immense system is in 
such a plight today that, to save it from 
bankruptcy, there is seriously considered 
Governmental control and ownership? 

The inspiration of such a question is an 
offense to American enterprise and intelli- 
gence. It is a reflection upon American 
uprightness; it is a challenge to American 
honesty. 





A Long Look Ahead 


Over 60 years ago a few courageous, far 
sighted men looked across the Western 
prairies and conceived the substitution of a 
rail path for the pony express to the Pacific 
Ocean. No combination of men could then 
accomplish it. Government help was asked 
and given. Land grants and financial aid 
built up a system which gridironed the 
West and established a network of trans- 
portation which, in half a century, more 
than doubled our population. Roads were 
then built, not to serve a waiting people, 
but, far in advance, to take care of coming 
millions— 


. « « « Of nations yet to be 
Where soon shall roll a human sea. 


Little wonder that those Western roads 
could not then, even with Government aid, 
earn their fixed charges. The country was 
too sparsely settled, its immense resources 
were wholly undeveloped. Volume of ton- 
nage did not exist. What tonnage there 


was, was sought for with an eagerness and 
necessity which brought about rivalry and 
payment of unjust rebates at competitive 
points, excessive rates at non-competing 
points. : 

These evils became so flagrant and op- 
pressive that the Interstate Commerce Com- 
mission was established in 1887. For many 
years it was an inactive body. The evils, 
temporarily suspended, broke out afresh 
and with such pernicious effect that a strin- 
gent application of the law was vigorously 
enforced. The rate making power was 
taken from trained railroad executives and 
placed with high class jurists who rarely 
came in contact with shippers. Rates were 
then made on the basis of “a reasonable 
charge” without regard to other conditions. 
This consideration alone was as unreason- 
able as its preceding antithesis of “charging 
all the traffic would bear.” 

Hence the situation of today. Competent 
railroad traffic men whose salaries are ex- 
pressed in five figures have been relegated 
to high class clerkships and bow to a rate- 
making power expressed in terms of precise 


logic. 
Clogging Commerce 

Rates which were considered wholly in- 
adequate four years ago are still the meas- 
ure of charge, whilst other businesses have 
advanced their prices 30%, 40% and 50%. 
Yet the railroads have had to stand this 
advance in their costs, and at the same time 
are wearing out rolling stock and equip- 
ment which they are working at full speed 
in: order to supply the war demands. 

Ten railroads, with 


years ago 
thoughtful foresight of what was needed. 
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made their first plea to the Interstate Com- 
merce Commission for advanced rates. 
Again and again was this request repeated 
and each time a refusal or a small allow- 
ance was granted. The inevitable result 
has brought the railroads to their present 
depleted, unprepared condition, unable to 
cope with or take care of a traffic whose ac- 
celerated movement is a momentous factor 
in our war campaign, whose sluggish move- 
ment clogs established commerce. 

And now the suggestion is made to pool 
all railroad traffic east of the Mississippi 
and north of the Ohio and Potomac rivers. 
Shades of the original Interstate Com- 
merce Commission look down upon us! 
Judge Cooley would have gone crazy over 
such a proposition. If the former deadly 
sin of pooling is to be restored, why not 
permit the railroad experts to fix rates, not 
upon logic but upon present business con- 
ditions? 


A Blow at Thrift 


Who owns these railroads? Not the few 
owners of twenty and forty years ago. The 
great number of owners now total over 
600,000 against 100,000 not very many 
years ago. The small investors, the thrifty 
people of this great country supposed to be 
endowed with common sense and good 
judgment, cast about for safety and be- 
thought themselves of the great avenues of 
transportation. 

“If our country is all right, our railroads 
must be,” they said. To the railroad se- 
curities they turned, and in the last sixteen 
years the number of stockholders in six 
trunk line systems has increased from 40,- 
000 to 250,000. 

It is these people’s interests which are 
now at stake. It is they who ask for fair 
treatment for their property, for the rail- 
roads. They ask for higher rates, rates 
commensurate with their needs, rates 
which, if not prevented by law, would as 
surely have been received as the higher 
scale obtained by the multitude of other 
businesses which advanced their prices and 
thrive upon them today. 

But beyond the rate question looms the 
larger one of capital need for rails, loco- 
motives, cars and equipment. The rate at 
which roads are now being worked is rap- 
idly converting a well equipped machine 


into one worn out. Repair, renewal and 
replenishment are a crying present neces- 
sity. 

The handling and treatment of the entire 
railroad question has brought up the 
ominous suggestion of Government control 
and operation. 

Heaven forbid it! It would be a calam- 
ity. We are a democracy. This is a Gov- 
ernment for the people, by the people. The 
notion of a Government owning and operat- 
ing the railroads is a suggestion to adopt 
the effete methods of European thraldom. 
To rear up in this free country a vast 
political machine officered and ranked by 
voters dependent upon their positions, as 
much or more through influence as ability, 
would disorganize the best transportation 
system in the world and would be a retro- 
grade step for this nation. 

Yet the railroads must have capital and 
a great deal of it. Whence is this capital 
to come? 


A Government-Backed Appeal 


The Liberty Loan introduced a new ele- 
ment into American finance; discovered an 
immense new reservoir of money. To the 
second loan nearly 10,000,000 people sub- 
scribed. Ninety-nine per cent. subscribed 
in sums ranging from $50 to $50,000 and 
their subscriptions amounted to $2,500,- 
000,000. They were induced to buy, moved 
by the desire to help their country. 

If vast sums under this plan can be 
raised by the Government to help the coun- 
try, cannot vast sums be raised for the rail- 
roads to properly equip them, under car 
trust or other plan? Would not a proper 
presentation of the matter to the hundreds 
of thousands of small railroad investors 
bring a ready response to help the roads in 
which they are already interested? 

If such an appeal were made to these 
small investors by the railroads direct, I 
would fear its success. Already the small 
investor in railroads is in doubt about his 
railroad stocks and might say, “Why throw 
good money after bad?” But if the Gov- 
ernment, for the roads, would make such an 
appeal and collect in this easy manner, a 
manner which now would admirably suit 
the slow filling of railroad needs, I believe 
the response would be full, adequate and 
hearty. 
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LEADERS IN AMERICAN FINANCE AND BUSINESS 


WILLIAM LOEB, JR., PRESIDENT YUKON GJLD AND 
CHAIRMAN YUKON-ALASKA TRUST 
“What I like most about The Magazine of Wall Street is 
that it presents the facts about corporations in readable form 
with unbiased and intelligent 
analysis.” 








No. 12 in the series of successful men who read THE MAGAZINE 
OF WALL STREET 




































































Railroad and Industrial Digest 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded as 
RECOMMENDATIONS, to purchase or sell. 





Note—The Railroad and Industrial Digest, Notes on Public Utilities, Oil Notes and Mining 


Digest, contain condensations of the latest news re 


garding the companies mentioned. The items 


are not to be considered official unless so stated. Neither E MAGAZINE OF WALL STREET 
nor the authorities for the various items guarantee them, but they are selected with the utmost 
care, and only from sources which we have every reason to believe are accurate and trustworthy. 
Investment commitments should not be made without further corroboration.—Editor. 





RAILROADS 





Atlantic Coast Line—Balance after pre- 
ferred dividends of $10,193,361 for year end- 
ed June 30, 1917, is $1436 a share on the 
common stock, compared with $11.29 the 
previous year. Earnings statement, calendar 
year ended Dec. 31, 1916, which has become 
the fiscal year, showed gross $37,322,085, an 
increase of $5,385,123; operating expenses 
and taxes, $25,904,015, an increase of $2,172,- 
681; income from outside sources was $4,- 
566.868, or a gain of $1,183,382. After deduc- 
tions balance was $9,671,627 applicable to 
dividends, an increase of $4,243,259 over the 
previous year. 


Baltimore & Ohio—Stockholders who at- 
tended meeting Nov. 19 left much encour- 
aged by Pres. Willard. He asserted that 
the road was in excellent shape. He de- 
clared that the company would pay its divi- 
dend for 1917, but expressed some doubt if 
this could be maintained unless the Govern- 
ment comes to its aid in the way of the 
freight increase asked. 


Boston & Maine—It is stated that man- 
agement during 1917 has accomplished ex- 
cellent results in increased operating effi- 
oon. Increases already allowed in the 
so-called 15% case will amount to $2,400,000 
per annum. If the full increase had been 
granted, it is estimated that on the basis of 
business now moving revenues would be in- 
creased $2,350,000 a year additional. 


Canadian Northern—Statement given out 
by Canadian Government regarding agree- 
ment recently arrived at to arbitrate value 
of 600,000 shares to become property of the 
Government, confirmed the reports that no 

eater sum than $10,000,000 can be paid for 
é. N. R. R. shares. If the value is found to 
be less, then the less sum will be paid. No 
arbitrator was named, but the appointment 
of Sir William Meredith, Chief Justice of 
Ontario, to represent the Government, was 
officially confirmed. 


Canadian Pacific—Sales of land in October 
82,853 acres for $1,456,451 compares with 
sales of 45,027 acres in October, 1916, which 
yielded $680,679. For ten months ended Oc- 
tober sales 543,116 acres for $9,527,636, com- 
pares with sales of 316,796 acres in the pre- 
vious ten months valued at $4,063,116. 


C., M. & St. Paul—Pres. Byram, back 
from a three weeks’ inspection trip, reports 


business generally is in good condition in 
the West, with activity in shipbuilding re- 
flected in all other lines. The lumber in- 
dustry enjoys great prosperity as a result 
of shipbuilding. Disappointment is shown 
in the wheat crop of Minnesota, which seems 
in poor condition. Otherwise conditions all 
along the line are good. Company has or- 
dered equipment and material for new elec- 
tric division at around $2,000,000. Equip- 
ment includes 17 electric locomotives at an 
average of $100,000 each and sub-station ma- 
chinery for the 216-mile Othello-Seattle- 
Tacoma division. 


Chi., Rock Island & Pac.—Results attained 
in the three quarters of fiscal year to Sept. 
30 are indicative of probability of dividends 
on preferred stocks Jan. 1, 1918. In that 
period it earned nearly three times the six 
months’ dividend requirements on these 
issues. Surplus September was $1,129,637, a 
decrease of $104,504, against September, 
1916. For the 9 months surplus was $4,235,- 
924, against $756,866. 


Delaware & Hudson—When directors 
meet in December they will have final figures 
for the year, showing the company earned 
9% dividend requirements, with a surplus 
substantially larger than that of 1916. In 10 
months ended October earned a surplus for 
dividends of $4,112,000, or 9.67% on the 
amount outstanding, without allowance for 
payments received from subsidiaries, whose 
aggregate might run to an additional 3%. 
Company’s smeptes $4,112,000 for the first 10 
months of 1917 shows that in the period it 
earned within $46,000 of full 12 months’ sur- 
plus in 1916, which included “other income” 
from subsidiary companies, no proportion 
of which is in the figure of $4,112, for 
1917. Coal properties are having a record 
output in 1917, and while the margin of profit 
has been cut into by higher wages and 
higher cost of materials due to the increased 
tonnage, the coal profits have been at rec- 
ord levels. The prosperity of coal opera- 
tions is an important factor in fulfillment 
of dividend requirements. 


Erie—Although authorized to issue $15,- 
000,000 6% 20-year refunding and improve- 
ment bonds, bankers say company does not 


contemplate any immediate public financing, 


but is securing authorization to be preparea 
should the occasion require later on. 
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Kansas City Southern—Latest report of 
earnings are as follows: 
1916. 


1917. 
$1,177,941 $1,096,441 
428,030 


351,187 
Ten mos. gross.... 11,079,264 9,211,195 
Net after taxes.... 3,756,138 3,173,337 


N. Y., New Haven & Hartford—The strik- 
ing feature of operations in 1917 has been 
large increase in passenger business, which 
shows relatively greater gains than freight 
business. The explanation lies in war in- 
dustrial activity, movement of troops and 
travel of soldiers, relatives and friends. In 
September passenger revenues increased 
$655,000, or 22% against increase in freight 
revenue, $192,700, less than 6%. For 9 
months ended Sept. 30, freight revenue in- 
creased less than 5%, while gain in pas- 
senger revenue was 11%. Suggestion of a 
receivership for New Haven is not enter- 
tained in some well informed quarters. If 
the stockholders fail to subscribe funds by 
taking new preferred one other expedient 
would be to put up to noteholders a propo- 
sition to extend. This has been done before. 
There is every probability of an increase in 
rates. New Haven may participate in a 
special way, and this is likely to come in 
time to help in making a success of the 
road’s financing. 


Great Northern—Announced that com- 


October gross 
Net after taxes.... 


pany had taken over all property of the 
estern Union Telegraph Co. along the 
‘former’s right of way between St. Paul and 


Seattle. The property is valued at more 
than $2,000,000. The transfer eliminates old 
operating contract between the two com- 
panies. 


N. Y. Central—Interstate Commerce Com- 
mission has further suspended until June 9, 
1918, order on certain tariffs. Suspended 
schedules name new rules concerning ab- 
sorption of connecting lines’ switching 
charges on transit grain at Toledo, O., 
operation of which was suspended from 
Aug. 11 until Dec. 9, 1917. 


Pennsylvania—Before the Interstate Com- 
merce Commission Pres. Rea _ testified 
that the system had not carried out such 
plan of construction as was essential to ex- 
panding businesss, that he did not believe 
other systems had done so either, and that 
railroads generally were deficient in facili- 
ties. Pennsylvania has, however, been in- 
creasing its transportation plant, or has 
plans in hand for improvement in the near 
future. 

Reading—Made no unusual charge against 
September earnings: of the Philadelphia & 
Reading. Greater fuel and wage costs ac- 


count for smaller surplus over fixed charges, 
which was for the month $136,981, whereas 
from May to August surplus had ranged 
from $500,000 to above 5,000 a month. 
Gross was less in September than in August, 
which helped to raise operating ratio from 
75% to 82%. Betterments are deducted in 
monthly earnings statement before reporting 
net revenue, but this was not unduly large. 
Net and surplus since Jan. 1 have steadily 
run behind the same months 1916, but owing 
to reason given September surplus shows 
unusually large decrease of $1,155,920. 
While railway surplus has gone behind $4,- 
968,018, coal company surplus is ahead $3,- 
019,763; decrease is $1,948,255. Including 
equity in earnings of coal company, it has 
been figured that in 1916 Reading was earn- 
ing over 20% on common. Net decrease 
$1,948,255 earned by railway and coal com- 
pany in nine months is about 2.7% on the 
common. 


Seaboard Air Line—After dividend re- 
quirements on preferred stock surplus avail- 
able for the $37,019,400 common stock at end 
of calendar year 1916 was $1.17 a share. 
Balance sheet Dec. 31, 1916, shows surplus 
$5,795,654, compared with $8,027,446 June 30, 
1916. Pres. Harrahan, in reviewing results, 
called attention that operating expenses 
were 66.96% of gross, compared with 68.44% 
for previous oe. Including taxes, expenses 
represented 71.58% of gross, against 73.35% 
for the preceding year. 


Wheeling & Lake Erie—Reports earnings: 
1917. 1916. 
$1,219,238 $913,509 

349,037 315,654 
10 mos. gross 9,244,956 8,545,050 
Net aft. taxes 2,581,757 2,918,894 


Western Pacific—Contracts had been let 
for 1,900 new freight cars, including 400 
50-ton capacity steel underframe gondolas 
and 1,500 sos | underframe box cars. It is 
expected that work on extension to Jose 
will be started in December. 


Union Pacific—Of $1,439,004 increase in 
October oss passenger revenue gained 
42.2%, or $760, oo freight revenue gain was 
9.1%, or $822,503. Maintenance expenses in- 
creased 15.6%, _* $365,622, due to a 31.1% 
advance in equipment. Transportation ex- 
enone amounted to 27.4%, or 768,362, total 

operating expense increase amounting to 
22.2%, or $1,267,253. Taxes were $1,036,056, 
an increase of Net for October, 
$5,408,025, were 6. 7% less than October, 1916, 
due to tax increase Ten months’ net, $35,- 
734,328, were $1,644,390, 4.4% less than in- - 
same period 1916, because of tax increase. 


October gross 
Net aft. taxes 
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American Can—It has paid off all but 
3.71% of the accrued dividends and this 
small balance should disappear in 1918. The 
company issued in 1913 $14,000,000 deben- 
ture bonds to pay off the big bulk of the 
accrued pfd. dividends. These bonds have 
been reduced to less than $12,000,000. It is 
understood that company has purchased 
enough of its bonds from surplus cash to 
anticipate the $500,000 sinking fund for a 
number of years. In 1916 profits for com- 
mon were 12.3% (on basis of normal depre- 
ciation charge better than 15%). In 1917 
before excess profits taxes Can is likely to 
earn $20 a share. 


Am. Linseed—Net of $1,764,429 for the 
year Sept. 30, an increase of $287,612, after 
pfd. dividends $502,500, left $1,261,929 sur- 
plus, or $7.53 a share on common. Despite 
decrease in net company enjoyed its most 
prosperous year. Gross $4,186,043, against 
$2,847,484 in 1916, is an increase of $1,338,- 
559, or 47%. The. directors have put pre- 
ferred back on a 7% basis. In initial year, 
1899, Linseed paid 7% on preferred and 
thereafter 544% in 1900 and 3% in 1917. Net 
tangible assets to common are $5,616,289, 
$33 a share, as against $4,000,922, $24, Sept., 
1916. Cash is $4,964,393, increase of $2,285,- 
828 over 1916. Inventory is $2,544,537, 
against $4,332,401 in 1916, decrease of $1,- 
787,864 


American Locomotive—Operating earn- 
ings for half year Dec. 31, 1917, will 
probably be $5,000,000. Interest, preferred 
dividends, war taxation, $1,500,000, will re- 
duce this to $2,500,000, or $10 a share on 
junior stock. These estimates are prelimi- 
nary. Full capacity production over the 
next half year gross output is expected to 
insure highest rate ever recorded. Esti- 
mated $60,000,000 for half year. These fig- 
ures take no account of the sale of ma- 
chinery, which will add materially to Loco- 
motive’s profits in the current half year. 
Out of some $3,700,000 written off in the 
previous year for machinery costs, the com- 
pany has already sold over $2,000,000 and 
expects to sell the balance at the original 
cost price. This will add some $14 a share 
to earnings. Business on hand is problem- 
atical, as orders to reserve space for pos- 
sibly $30,000,000 business have been received. 
Excluding these, orders approximate $100,- 


Am. Tobacco—Sales for ten months ended 
Oct. 31 were larger than entire year 1916. 
Business amounted to $71,000,000. Sales for 
12 months 1916 were $70,009,000. 


Am. Woolen—As result of further Gov- 
ernment business, orders on books are $82,- 
000,000 unfilled business. Company is sold 
ahead well into spring of 1918. Woolen will 
handle gross in 1917 in excess of $100,000,- 


000, and in view of war demands chances 
favor an even greater turnover. Uncle Sam 
will not be caught short with respect to 
clothing supplies. 


At., Gulf & West Indies—Stated that as 
long as profits run $40 a share for common 
above taxes and cash continues to accumu- 
late the question of extra dividend would be 
far from dead. Directors have discussed 
the matter and were not friendly to action 
at time of November meeting. Qince then 
certain stockholders, who feel entitled to 
more than $10 a share, have spoken frankly. 
General situation is now less favorable to 
extra dividend action than at time of No- 
vember meeting. The story that negotia- 
tions are on for purchase of control and cer- 
tain interests are buying stock is denied. 
Control rests in Board of Directors. If com- 
pany is ever sold it can only be with consent 
of majority stockholders. 


Baldwin—Pres. Johnson stated recently: 
“During 1916, 1,960 locomotives were made. 
Considerable portion of the force, from 12,- 
000 to 18,500 men, was diverted to shell 
manufacturing. French contract was com- 
pleted in November. During 1917 force was 
increased to 20,000 men. Locomotive pro- 
duction was increased and for ten months 
2,254 were shipped. Increased cost of ma- 
terials and labor demand a large increase in 
working capital. There has been no alter- 
native but to provide this by borrowing. 
Directors have wisely decided it inex- 
pedient to increase loans to provide means 
for dividends on the common.” 


Crucible—Annual war taxes are esti- 
mated at $7,000,000 a year. In year ended 
Aug. 31, net was $12,282,358. This rate 


maintained in last two years is believed rep- 
resents the present rate of earnings, and 
substantially more than one-half will have 
to be paid over to the Government. Atha 
Works, at Harrison, N. J., is supplying the 
Government about 83% of its entire output, 
in addition to 15% to Government contrac- 
tors, so that practically entire output of that 
plant goes to assistance of the United States 
to cover war needs. Difficulty confronts 
company in finding high grade of materials 
to make crucibles for steel manufacture. No 
new clays yet discovered produce a crucible 
as durable as from clay mined in Germany. 
Owing to the poor heat-resisting qualities 
and high cost the crucible steel products, by 
far the largest value of output, now cost 
high figures to produce. 


Distillers—In first ten months of 1917 
understood to have earned a balance above 
taxes of 14%. This makes it reasonably cer- 
tain that for all 1917 company will accumu- 
late a dividend balance before taxes of $18 
Booked to capacity with denatured alcohol 
orders, productive capacity is certain to be 
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worked to utmost during the war. Company 
has ceased making whiskey and distilled 
spirits. There will be no increase in divi- 
dend before March. If voted then rate will 
probably not be above $4. The policy is to 
turn surplus earnings back into redemption 
of bonds. By close of 1917 large reduction 
in bonded debt should be shown. 


General Electric—Directors met in Boston 
to consider stock issue $10,000,000, with 
rights to subscribe for new stock at par and 
a stock dividend in addition to regular quar- 
terly dividend of $2. In view of strong 
financial position with surplus $50,000,000, it 
is natural that company should capitalize 
some of its surplus assets Net working 
capital Dec. 31, 1916, was $83,179,121. Book 
value of investments $33,773,678, yielded 
5.47% during year. With $10,000,000 notes 
just issued and proceeds of stock issue, com- 
pany will be able to handle the business of 
1917, estimated at $240,000,000. 


General Motors—During October sold 
19,169 cars, at rate of 230,000 cars for the 
year, against output for last fiscal year of 
85,000 cars. Compared with October, 1916, 
gain was 6,221 cars, or 48%. In other words, 
in off season of a war year it has bettered 
+ quarter by 16,548 cars, or $20,- 


Lackawanna Steel—Officials in discussing 
excess profits taxes state that with possi- 
bility of amendments at forthcoming ses- 
sion of Congress no definite steps have been 
taken to figure out what the effect on com- 
pany will be. Under law as framed it is 
estimated that between $9,000,000 and $10,- 
000,000 in excess profits taxes is the com- 
pany’s burden. Net for 1917, after excess 
war profits tax, is placed at $46 a share. net 
for current quarter should be $7,000,000, 
bringing total to $25,000,000. Deducting $9,- 
000,000 under war tax bill, profits on stock 
around $16,000,000 remains. In 1916 $34.81 
a share was earned, so that net for two 
years, 1916-17, will be about $80 a share. 


Loose-Wiles—During nine months to 
Sept. 30, 1917, earned at the rate of 12% on 
common after deducting the dividends on 
lst and 2d pfd. stocks. By Dec. 31, 1917, 
21% will have accrued on the 2nd preferred. 
Gross sales are a at better than $20,- 
— against $12,000,000 four years pre- 
viously. 


Midvale—In manufacture of war material 
stands next to Bethlehem. Net in 1917 will 
run between $65,000,000 and $70,000,000. 
After Federal taxes, there should remain $16 
a share for the common. Its importance as 
a producer of steel and ordnance is reflected 
in fact that net 1917 will be equal to earn- 
ings of Bethlehem Steel. 


Superior Steel—Earnings during Septem- 
ber and October showed a substantial im- 
provement, and insure maintenance at rate 


shown in report for eight months ended 
Aug. 31, when earnings, after pfd. dividends 
and excess. taxes, were $20.46 a share on 
common. Earnings on common are running 
about $30 for 1917, after taxes. Dividends 
of $6 per annum are being paid. 


Union Bag & Paper—Surplus of $524,280 
for quarter ended Oct. 31, 1917, is equivalent 
to $5.59 a share earned on capital stock, 
compared with $6.49 for preceding quarter. 


United Cigar Stores—Net for full year 
1917 is approximately $1,000,000 ahead of 
1916 after taxes. Company will earn about 
$14 a share for its common in 1917, compared 
with $10.09 a year previously. United 
equipped 100 new stores in 1917. Its chain 
is made up of about 1,100 stores and 500 
agencies. Sales for ten months gained $5,- 
900,000 over the period in 1916. Company 
has increased business in a two-year period 
by $12,000,000, or 40%. War taxes will cost 
about $300,000 annually, or 1% on common. 
Estimates of $14 a share for the junior issue 
ve indicated after allowance for the war 
evy. 


United Fruit—When the $10,000,000 ma- 
turing notes are retired will have really 
reached the point where it can be sure of 
the extinguishment of bonded debt. The 
only bonds left will be the $5,750,000 4%4% 
debentures, being reduced at the rate of al- 
most 
entirel 
$1,732, 


,000 per annum and will disappear 
by maturity. In addition there are 
} of subsidiary companies’ obliga- 
tions, but these will be wiped out during the 


ensuing rycen yente, A war emergencies re- 
serve of $5,000,000 has been set up. When 
merger of Nipe Bay Co. is completed, com- 
bined statement will show a surplus of al- 
most $60 share on the $50,316,000 stock, 
which will be then outstanding. This is in 
addition to war and tax reserve funds. 


U. S. Steel—Will continue to add to in- 
trinsic value in spite of huge war taxes, and 
when the war is over the corporation is 
planning to be stronger and wealthier than 
ever before. With annual ingot capacity of 
22,500,000 tons, pig iron 18,500,000 tons, and 
finished steel 16,500,000 tons, Steel now 
has an output almost equal to that of all 
Germany. In the third quarter of current 
year Steel’s net earnings, without war taxes, 
were about $132,000,000. Shipments were 
pt geenager pre Bp she avd mann Ratio of net 
per ton of steel produced was approximate! 
$35. Estimated Steel is earning $30 to $35 
a ton on steel shipped, and on basis of 
Seqeruepent prices, earnings are about $25 
a ton. 


Woolworth—October’s sales showed gai 
of $1,630,850, or 20.43%, over the aoe 
month of 1916, and so far the increase for 
November over a year ago is running about 
ae Oe Nov. i - 7? ad $17,300,000 mer- 
chandise .on hand, largest ever carrie 
against $13,500,000 Jan. 1, 1917. P 
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Pitts. & W. Va.’s Coal Operations 


W. A. H., New York City, N. Y.—Pittsburgh 
& West Virginia prospects have been dimmed 
by the price regulations of the Government. 
The stock was boomed on the idea that 
enormous profits would be realized from coal 
operations. It is doubtful whether the com- 
pany will be justified in inaugurating divi- 
dends on the common stock for a very long 
time to come. The low selling price of the 
preferred stock measures the small hope for 
dividends on the common. We don’t favor it 
now. 3 

Discouraging Situation in the “Eries” 

J. F. R., Springfield, Mass.—The Erie stocks, 
all of them, are in an unfavorable position. 
Indications are that Erie will show earnings 
on none of its stock issues this year. The 
road is heavily capitalized and is struggling 
under such great difficulties against the ob- 
stacles of railroad operation and financing, 
under the war conditions, that there is little 
hope for stock holders for a long time to 
come. If you are a holder of these stocks, 
we advise you to sell them at a favorable 
opportunity with the idea of buying more 
meritorious stocks at the opportune time. 


Western Md.’s Earnings Position Poor 


H. V. L., Philadelphia, Pa—Western Mary- 
land has an unfavorable earnings outlook at 
this time. So far this year the company has 
not been able to earn anything on its com- 
mon or second preferred stock and for the first 
seven months has earned only 1.48% on the 
first preferred or at the rate of only 3.71% 
for the full year. We can recommend an 
exchange into Kansas City Southern common, 
though if you sell Western Maryland now 
it might be just as well to await more settled 
market conditions before buying Kansas City 
Southern. 


An Unattractive R. R. Pid. Issue 


A. A. E., Chicago, Ill—Chicago Great West- 
ern Pfd. earnings have been showing de- 
creases and it is now estimated that for the 
fiscal year 1917 they will equal less than 4% 
on the stock. This would mean that they 
would fall short of requirements for the issue 
is a 4% cumulative issue. The road has never 
paid dividends at the regular dates and there 
are accruals of about two years dividends. 
The outlook is not particularly promising and 
we cannot regard the stock as worth holding. 

By watching the Outlook columns of the 
Magazine, you may be guided as to when we 
consider it advisable to “buy again.” 


A Bargain in St. Paul Pfd. 


S. S. C., Schenectady, N. Y.—Chicago,. Mil- 
waukee & St. Paul preferred is a bar- 
gain for anyone who has surplus money which 


they can afford to tie up regardless of possible 
lower prices for the stock. A dividend re- 
duction is possible but we do not consider it 
probable. St. Paul has a wonderful future 
and its preferred stock should in time be re- 
stored to its position as a staunch investment. 


Kansas City Southern’s Price Range 


M. L. L., Topeka, Kansas.—An exchange of 
your Erie (15) for Kansas City Southern 
(18%) is advisable, although it might be a 
good idea for you to buy only half of Kansas 
City Southern now and wait for further de- 
velopments before buying the full amount you 
expect to, as you might be able to obtain a 
second lot at a lower price. Earnings on this 
stock are running at the rate of about $6 or 
$7 a share per annum. It has splendid specula- 
tive possibilities for a long pull. 

The record of high and low prices is as 
follows : 


. This table is the more significant in show- 
ing the cheapness of the stock in view of its 
current strong earnings’ position. 


A High Grade Rail-Investment 


E. M. K., Duluth, Minn—Great Northern 
is one of the best railroad stock investments 
available. Its decline is due to various causes, 
not the least of which has-been foreign liquida- 
tion. Contributory causes have been heavy 
decreases in the earnings of the road this 
year as a result of the rising scale of operat- 
ing costs, and generally unfavorable invest- 
ment market conditions brought about by the 
entrance of the United States into the war. 
The stock enjoys a very high rating indeed, 
and we recommend that you hold it, 


A Good Speculative Investment 


S. R., Toledo, Ohio.—Standard Milling has 
been greatly benefited by the war, but its earn- 
ings began to show an unmistakable upward 
tendency as early as 1912. In 1911, 5.98% was 
earned on the common, and each since 
then, up to the year ended Aug. 31, 1917, earn- 
ings have been as follows S40, 9.29, 14.18, 
16.81, 27.60, and 27.43. Altho Standard 
Milling commons present price level is well 
above that prevailing before the war, we re- 
gard the stock favorably and recommend its 
purchase, provided you are prepared to carry 
it through any further ~ossible decline. 
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Early Maturing High Grade Railroad 
Bonds 


Why Short Term Investments Are Now Desirable—Oppor- 
tunities Which Are Overlooked — Great Variation 
in Yields 





By IRVIN GILLIS 





HIS isn’t the time of day to be taking 

= & on speculative securities. That idea 

needs no argument. But here is an- 

other—it isn’t the time to be taking 

on “slow” stuff. To-day I called 

up the specialist in a fairly large security issue 

for a market, expecting perhaps only a nom- 

inal one. He replied that there wasn’t any 

market at all—not a bid in sight. It seems 

to me that when the market does start to 

show any signs of life that the best securities 
will go up first. 

Investors have apparently overlooked some 
unusual opportunities for sound investment in 
good old bonds, put out years ago, of the 
seasoned, legal type, which have gone through 
previous storms, are stronger than ever be- 
fore and are drawing nearer and nearer to 
pay-off day. The list below contains bonds 
of unquestionable security. They are nearly 
all highly marketable, not only listed but 
active. They are all relatively short term now 
and they are listed in order of maturity. 

In picking securities it would still seem 
best to stick to the shortest maturities. Most 
of those listed below are cheap—they may ana 
probably will be cheaper. They are, most ot 
them, selling to yield with unexpected lib- 
erality. - 

You will find that the list shows striking 
anomolies, both as regards yield and as re- 
gards comparison with other bonds. You will 
find for example that one short term bond 
sells on a higher yield basis than a very long 
term bond of the same mortgage. You will 
find another that yields less than New York 
City bonds. : 

I am giving a brief description of each 
issue on the list with the idea of placing it 
definitely in comparison with the others. The 
list is not given with the idea that it is 
selected for instant purchases, but to be a 
help a little later on when a few of the 
current difficulties have cleared away. The 


shortest maturities may be among the best 
purchases within a few weeks, but nearly all 
of those on the list may be purchased within 
a comparatively short time with the confidence 
that they will not only be paid off at ma- 
turity, showing attractive yield meanwhile, but 
over the short period of years before their 
redemption, show a nice increment in the cap- 
ital invested. 

(1) Cuicaco, Burtincton & Quincy, Iowa 
Division SinkInG Funp 4's anp 5’s, due 
October 1, 1919. These good old legal bonds 
were put out in 1879, and are still going 
strong. Over a third of the 5S’s, and over 
half of the 4’s have been retired by the sink- 
ing fund which has been taking them in by 
open market purchase. They are a first mort- 
gage on 891 miles at the rate of $7,586 per 
mile. There isn’t even an argument about the 
security. The 5’s sold over 103 in 1916 and 
the 4’°s up to around par. The 5’s are now 
selling around 9934 to yield 5.50 per cent, and 
the 4’s at 96% to yield 5.68 per cent. 

(2) New York, Lackawanna & WESTERN 
First Mortcace 6’s, due January 1, 1921. 
This is a first mortgage on 215 miles of main 
line, of which 213 miles are double track, in- 
cluding the main line of the Delaware, Lack- 
awanna & Western, from Binghamton to 
International Bridge, N. Y., and terminals in 
Buffalo. The New York, Lackawanna & 
Western is under perpetual lease to the Del- 
aware, Lackawanna & Western. They don’t 
make bonds safer than these. They are of 
course premium bonds, and aren’t apt to sell 
much if any below par before maturity. The 
high for 1916 was 10934. Present price 103%, 
yielding 5.12 per cent. 

(3) Loutsvn1e & NasHvILLe, SOUTHEAST 
anp St. Lours Division First 6’s, due March 
1, 1921. This closed issue of $3,500,000 is out- 
standing at the rate of $16,826 against 207 miles 
of division lines in Illinois. I am not usually 
strong on divisional liens, but this direct obliga- 
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tion of the Louisville & Nashville, “legal” for 
eleven states, hasn’t sold below 107 in the ten 
years up to 1917—as far back as I’ve looked— 
and I can’t see anything in the situation to 
warrant considering these 6’s anything but a 
very high grade issue. The second 3’s of 1980 
following the 6’s of 1921 are very highly rated 
in the street. At around par the first 6’s are 
out of line. 

(4) Arasama & VicxsspurG CONSOLIDATED 
First 5’s, due April 1, 1921, constitute a small 
issue outstanding at the rate of $4,100 per mile, 
subject to a prior lien of $7,000 per mile. 
This is a strong little railroad extending across 
the state of Mississippi from Vicksburg to 
Meridian, and is controlled through stock 
ownership by the Alabama, New Orleans, 
Texas & Pacific Junction Railways Company, 
which is controlled by English capital. This 
little road has been a splendid earner, show- 
ing a balance for interest charges five times 


Depenture 5’s, due April 15, 1921. As a 
plain bond, these debentures are better than a 
good many first mortgage securities directly on 
the rails. It’s earnings that make the security 
in any case and the Chicago North Western 
has the earnings. Last year these bonds sold 
up to 103%, and the present price is 95% to 
yield 6.50. 

(7) Renssecarr & SaratToca First 7’s, due 
May 1, 1921. This is a first mortgage on 134 
miles of road opened for traffic in 1836, and 
now constituting the main line trackage of the 
Delaware & Hudson, to which the Rensselaer 
& Saratoga is leased. These assumed bonds 
sold up to 113 in 1916, but you can buy them 
now around 102% to yield 6.27 per cent. They 
are cheap and good. They are “legal” in New 
York and eight other states. 

(8) Centrat Rarroap or Soutn Caro- 
LINA First 6’s, due July 1, 1921. They are 
a first lien on a little over forty miles of road 











HIGH GRADE BONDS 


Chicago, Burlington & Quincy, Iowa Division, 4s and 5s 


New York, Lackawanna & Western, Ist 6s 


Louisville & Nashville, St. Louis Division, lst 6s 


Alabama & Vicksburg Consolidated, Ist 5s 
Chicago & North Western Debenture 5s 
Rensselaer & Saratoga Ist 7s 


Northern-Pacific Great Northern, Joint Collateral 4s 


Central Railroad of South Carolina Ist 6s 
Pennsylvania Company Ist 4%4s 
Oregon Short Line Ist 6s 


Chicago, Burlington & Quincy, Denver Extension S. F. 4s 


Maine Central Collateral S. F. 5s 

Baltimore & Ohio prior lien 3%s 

Chicago, Milwaukee & St. Paul gold 4s 

Lake Shore & Michigan Seuthern Debenture 4s 
Colorado & Southern Ist 4s 


Chesapeake & Ohio General Funding and Improvem't 5s 


OF EARLY MATURITY 
Due 


October 1, 1919 
January 1, 1921 
March 1, 1921 
April 1, 1921 
April 15, 1921 
May 1, 1921 
July 1, 1921 
July 1, 1921 
July 1, 1921 
February 1, 1922 
February 1, 1922 
June 1, 1923 
July 1, 1925 
June 1, 1925 
September 1, 1928 
February 1, 1929 
January 1, 1929 


7544-76% 
85-8556 
8244-8 


3 
764%4-89% 6.25 








over for the fiscal year ended June 30, 1917, 
about four times over in 1916, and three times 
over in the three previous years. The present 
market on the 5’s of 1921 is 95 asked, to yield 
6.40 per cent. 

(5) Nortuern Pactric-Great 
Jornt CoLiaTerAL 4's, due July 1, 1921. This 
is one of the star issues on our list. The 
bonds are a direct obligation of the Great 
Northern and Northern Pacific Railway Com- 
panies, and are secured by deposit at the rate 
of $500 of Chicago, Burlington & Quincy 
stock for each $1,000 bond of this issue. These 
4’s are very active and show an unusual yield 
considering their security. Present market 
price is 9334, which means 5.82 per cent, if 
held to maturity. 

(6) Cuicaco & North Western 30-YEAR 


NorTHERN 


and equipment leased to the Atlantic Coast 
Line at a little better than 10 per cent on this 
small issue of $300,000 until 1980. They are 
“legal” in Michigan, New Jersey, Wisconsin, 


California, Florida and Minnesota. Your 
banker would probably have to pick up these 
bonds in Baltimore. They yield around 5.43 
per cent at the price, 102. 

(9) Pennsytvanta First 4%’s, due July 1, 
1921. This obligation of the Pennsylvania 
Company is a first lien on several valuable 
leases, certain real estate and a large amount 
of stocks and bonds. The issue was put out 
in 1881. A sinking fund provided for 1 per 
cent each year at not over par. Only in three 
of the last ten years have they sold below this 
figure, and it is not surprising that only $671,- 
000 of the issue has been retired, while the 
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public holds $16,935,000. They are legal in 
New Hampshire and Rhode Island. The yield 
is 5.35 at the asked price of 98. I wouldn't bid 
very close to 98 for them. 

(10) Orecon Suort Line First 6's, due 
February 1, 1922. This issue, put out in 1881, 
is closed with $14,931,000 outstanding. It is a 
first lien on 611 miles of heavy earning Union 
Pacific trackage, and the mortgage includes 
equipment. They are active bonds of the high- 
est character. At par and a half they yield 
5.87 per cent. In 1916 they were up to 109 
and in 1907 sold as high as 126, but it must be 
remembered that they have been a premium 
bond. 

(11) Curcaco, Burtincton & Quincy, Den- 
ver Extension SINKING Funp 4's, due Feb- 
ruary 1, 1922. Through collateral it is a first 
lien on 369 miles of road and also secured by 
$540,000 out of $2,105,000 first mortgage bonds 
covering 180 additional miles. These 4’s are 
perfectly safe, and have sold around par for 
several years. They are now quoted about 4.22 
per cent at 99. I don’t want any these days. 

(12) Marne Centra CoLiatTeraL SINKING 
Funp 5’s, due June 1, 1923. This small closed 
issue of $659,000 is secured by an equal amount 
of Maine Shore line first 6’s of 1923. Some of 


the bonds have been retired through the sink- . 


ing fund, but as the bonds normally sold above 
the purchase limit of 105 the sinking fund went 
into other securities, and at last notice some 
$325,000 bonds of the Boston & Maine and 
Maine Central systems were held in the sink- 
ing fund. The small 1923 maturity is high 
grade and well protected by earnings. It is 
“legal” all through New England. At 97% 
it yields 5.50. 

(13) Battimore & On1o Prior Lien 3%%’s, 
due July 1, 1925. This is a large issue with 
$74,895,000 out of $75,000,000 outstanding. It 
is a direct or collateral lien on 1,077 miles, in- 
cluding docks, buildings and equipment. The 
mileage includes the main tracks between Bal- 
timore, Washington and Pittsburgh and part of 
the main line to Cincinnati and St. Louis. The 
bonds are outstanding at the rate of $69,632 
per mile, but they are prior to the first 4’s 
(which provide for the retirement of the 3%4’s) 
the general and refunding mortgage bonds of 
1995 and the convertible 4%4’s of 1933, all of 
which are good. The 3%’s of 1925 put out in 
1898 is one of the best of the old prior lien 
securities, and is legal in some twelve States, 
including New York. At 86% they yield 5.75 
per cent, but they have not gone off much from 
the high of last year of 9414. 

(14) Caicaco, Mirwauxes & St. Paut Gop 
4's, due 1925. These bonds were offered in 
January, 1916, by Kuhn, Loeb & Company and 
the National City Bank at 96. They are now 





selling at 76 and yield 7.80. They are indi- 
rectly secured equally with the general and re- 
funding mortgage of the St. Paul, but the 
general and refunding 434’s are selling on a 
basis of several points high price yielding 6.43 
per cent, while the general mortgage bonds are 
not due until 2014. Here is one of the startling 
anomolies in the investment market today. 
The price of the common stock and earning 
figures are discounting possible changes in the 
disbursement on the stock, but it’s a long call 
from a debate on the security of the common 
dividend to the danger to these gold 4’s. They 
may be cheaper, but they are bargains right 
now. 

(15) Laxe SHore & MicnicaNn SouTHERN 
Depenture 4's, due September 1, 1928. This 
is a closed, though good sized issue of $50,- 
000,000. Since the consolidation of the Lake 
Shore and the New York Central they have 
“been secured equally with the debenture 4’s of 
1931, being a second lien on about 983 miles, 
with the Lake Shore & Michigan Southern 
3%’s ahead. They are prior to the Lake Shore 
collateral 3%4’s of 1998, to the New York Cen- 
tral Series A. consolidation 4’s of 1998, and to 
the large general New York Central refunding 
and improvement mortgage of 2013, the latter 
providing for the 4’s on our list. 

(16) Cotorapo & SoutHEern Rattway First 
4’s, due February 1, 1929. This $20,000,000 
issue, which is all out but about a half a mil- 
lion, is a first lien on 1,088 miles, the main lines, 
and a second lien on some $26,522,000 of se- 
curities. Earnings on this system, which is 
controlled by the Chicago, Burlington & 
Quincy, have been better than generally recog- 
nized. At the present price of 82% yielding 
6.07 per cent, the first 4’s compare well with 
the rest of the security list. 

(17) Cuesapeake & Onto Genera Funp- 
ING AND IMPROVEMENT 5’s, due January 1, 
1929. Only $3,698,000 of the $30,000,000 are 
outstanding, but $19,000,000 are reserved for 
future needs, and $7,302,000 are pledged under 
the first lien and improvement mortgage. How- 
ever, the outstanding amount is limited to $11,- 
000,000 as long as any convertible 434’s or first 
lien and improvement bonds due 1930 are out- 
standing. The 5’s of January 1, 1929, are a 
second lien on 729 miles and a third lien on 802 
miles. They figure out at the rate of $6,159 
per miles, but subject to prior liens at the rate 
of $55,000 per mile. The 5’s of 19.9 cannot be 
considered of the highest grade, but the Chesa- 
peake & Ohio has good earnings and the 5’s 
are not out of place in any business man’s list. 
They were put out in 1909, and for some years 
stood around par and up to 106%. In 1915 
they were off to 83. They are now selling 
around 89% as against a high of 98 in 1916. 
They yield 6.25 per cent. 

















Bond Inquiries 





Frisco 4s Speculation 


H. N. D., Syracuse, N. Y.—St. Louis-San 
Francisco Prior Lien 4s bonds are secured 
jointly ee by — B 5s “~~ the —_— 
property o e road, being a direct or col- 
lateral lien on 3,923 miles of road, on lease 
hold interest in 1,211 miles, appurtenances, 
equipment, securities, trackage rights, etc., and 
all other property hereafter acquired with the 
proceeds of both classes of bonds, the ad- 
justment Mortgage bonds or the Income Mort- 

e bonds. These bonds are subject to $18,- 
418,300 prior lien. Sufficient of them are re- 
served to retire at maturity the General 5s 
and 6s, and the Equipment Trust obligations 
due after Jan. 1, 1917. Sufficient of them have 
also been issued and set aside to apply to the 
refunding, payment, purchase or acquisition 
of certain other securities. This issue of 
bonds will ultimately be subject to only the 
General 5s and 6s and outstanding equipment 
obligations. Since reorganization, the position 
of the road has not improved enough to justify 
us in according these bonds an investment 
rating of the best grade. We do not favor 
the purchase of a bond of a speculative char- 
acter like this at present. 


Choice of Convertibles 
N. J. T., Kokomo, Ind.—We approve of the 


sale of your Calumet and Southern Chicago 
Railway 5s and the reinvestment of the pro- 
ceeds in Chesapeake & Ohio convertible 5s 
and Southern Pacific convertible 5s. 

In preference to New York Central de- 
benture 6s, we suggest a purchase of Con- 
solidated Gas Electric Light & Power of Bal- 
timore convertible 5s, described on page 887 
of the Sept. 29 issue of THe MacazINe oF 
Watt Srreet in the article by Irvin Gillis. 


A Woman’s Investment 


B. B. J., Dover, Del—Northern Pacific 3s 
are one of the highest grade railroad bond 
investments on the list and they are suitable 
in every way as an investment for a woman, 
provided she is simply desirous of holding 
them for safety of income. Owing to peculiar 
conditions affecting the market for long term 
bonds at this time, we rather expect lower 
prices in issues of this character, but there 
can be no doubt as to the ultimate safety of 
your principal and income in Northern Pa- 
cific 3s. 


——_—_ 


New Haven Notes Unsafe 


A. F. L., Baltimore, Mo.—New Haven Col- 
lateral Trust 5% Gold notes, due April 15, 
1918. ($45,000,000 outstanding), selling on a 
30% yield basis, do not inspire confidence in 
the ability of the road to take care of them. 


It is conservative to assume that receivership 
is not such a remote possibility. We do not 
recommend them. 


Investment Suggestions 


M. S. T., Washington, D. C—Baltimore & 
Qhio Ist and refunding 5s, Prov. of Alberta 
Gold Debs., Montana Power Ist and refund- 
ing 5s, Kansas City Southern Ref. & Imp., 
American Tel. & Tel. Coll. Tr. 5s and S. W. 
Straus lst Mtg. Real Estate Bonds are securi- 
ties of merit and our only suggestion is that 
you hold them. The Liberty Loan, of course, 
needs no comment. 

Interborough Rapid Transit Ist and refund- 
ing 5s are undoubtedly high grade bonds but 
there are certain elements which will probably 
be against any very important or substantial 
advance in these bonds for a long time to 
come and we recommend that you switch into 
Southern Pacific convertible 5s. These latter 
are very attractive and desirable both from 
the standpoint of security of principal and 
interest and because of the conversion feature 
which gives them speculative possibilities. 


Amer. Foreign Securities 5s Not Altogether 
Safe 


A. W. G., Louisville, Ky—American Foreign 
Securities 5s have declined to a very low 
level and while there is some speculative- 
ness in them still, it would hardly seem ad- 
visable for you to take such a large loss as 
the commitment shows you. Of course if you 
desire perfect safety, you should not hold 
them. Possibly it would be a’ good idea for 
you to sell one-half of your holdings, thus 
releasing funds which could be held for rein- 
vestment when the opportune time arrives. 


Bond with Small Margin of Safety 


H. N. R., Williamsport, Pa.—Georgia Light, 
Power & Railway first lien sinking fund 5s 
cannot be regarded as a sound investment is- 
sue. Of course the bonds have been subject 
to unfavorable conditions affecting the bond 
market generally and the public utility bond 
market in particular, but aside from outside 
considerations it should be borne in mind 
that this company has never shown a record 
of earnings to justify the establishment of 
the bonds on an investment plane. In 1913 
the interest was earned only 1.30 times, in 
1914, 1.32 times, while in 1915 a deficit of 
something like $60,000 was shown and in 1916 
the interest was earned. only 1.25 times. Now 
the company is contending with the factors of 
high material and labor costs, the chief con- 
tributors to rising expenses, while it is unable 
to get any measurable telief by means of in- 
creasing its charges for service. We recom- 
mend a sale of these bonds. 
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Consumers’ Power Prospects 


"A Well-Managed Company Unhampered Like Others by 
Too High Costs—An Investment Opportunity 
for the Business Man 





By LAURENCE S. RENZER 





N these falling markets, where can 
I invest my surplus funds?” asks 
the business man with money on 

. hand. 

He travels around from his broker to his 
bank and eventually gets back to his office 
about as undecided as when he started out. 
Let him consider the securities of the Con- 
sumers’ Power Co. 





A Thriving Company 


Back in 1910 when the Public Utility 
stocks were forcing their way into public 
attention, the Consumers’ Power Co. was in- 


holding company in 1915 by taking over 
eleven companies, all in Michigan, except 
in one instance, but since that time there 
have been additions which have in every case 
proved desirable purchases. All the fran- 
chises are located almost entirely on private 
rights-of-way and current is distributed in 
the various municipalities under satisfactory 
franchises. The property which can be vis- 
ualized from the accompanying map has 
been gone over by the best engineers of the 
most prominent of our large Investment 
Firms and has been rated A1. In addition, 
the duplication value of the properties (on 














TABLE I—EARNINGS. 
Both gross and net earnings have shown continued and substantial increases as evidenced by the 
following figures covering operations for the past five calendar years: 








1912 1913 1914 1915 1916 
Gross Earnings ...........- $2,774,551 $3,155,214 $3,415,403 $3,902,069 $4,747,201 
ee ne PTET ee $1,245,852 $1,440,658 $1,907,094 $2,265,503 $2,504,334 
Earnings for the year ended July 31, 1917, were as follows: 
EES IEP, LG LE IEE DOC AES EL PEEL TE OPT ECE SET ETE TOTS $5,324,894.29 
Operating Expenses, including taxes, maintenance and renewals ............. 2,855,431.67 
Es cot as ecdb ab dpe beebebAgieh See + Stina ese ne depeséesesevctoccsus $2,469,462.62 
Annual Interest on Funded Debt, including this issue ....................4.. 1,175,160.00 
IR IS 6 Sone eal Ok 2 ee oe 8 ee 5 eeehndenbs e6 asteedwswauwba $1,294,302.62 
INCREASE IN POWER SALES 
K.W.H. Sales Inc.% K.W.H. Sales Inc.% 
Fe ee 114,176,470 iaee ee 167,419,797 9.6 
Serer ren 140,911,605 23.4 RA 223,002,284 33.2 
BOS Sieh xeucncucae 152,716,259 8.3 BOOS .dvsadtananssnee 285,576,429 28. 





corporated. During the seven years of its 
life, it has had a consistent and steady 
growth. Examine Table I, which shows 
earnings since 1912. A notable feature of 
this table is the fact that while gross earn- 
ings have increased 92 per cent. in six 
years, the net earnings have increased 98 
per cent. This certainly shows excellent 
management and good results in spite of the 
increased costs which have affected nearly 
all public utility companies. 

The Consumers’ Power Co. became a 


the basis of appraisals caused to be made by 
the Michigan Railroad Commission) repre- 
sents a large equity in excess of the Com- 
pany’s outstanding funded debt. 


The Property 


The Consumers’ Power Company owns hy- 
dro-electric generating plants located on the 
Au Sable, Manistee, Grand, Muskegon and 
Kalamazoo Rivers, steam generating plants 
at Grand Rapids, Jackson, Saginaw, Bay 
City, Battle Creek, Flint, Kalamazoo and 
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Pontiac and valuable additional flowage 
lands, water rights and dam sites on the 
five important rivers. 

The hydro-electric generating plants of 
the Company have a total installed capacity 
of about 66,000 H. P., and the steam plants 
have a total rated capacity of about 90,000 
H. P., making a total of about 156,000 H. 
P. There are also under construction three 
additional hydro-electric plants—one on 
the Manistee River with 23,000 H. P. 
capacity expected to be in operation next 
January, and two on the Au Sable River 
with a combined capacity of 28,000 H. P., 
which are expected to be completed and in 
operation early 


The market for electrical energy is divers- 
ified, as in addition to the large amount of 
current sold to manufacturing industries, 
the Company has satisfactory contracts to 
provide power for the operation of street” 
and interurban railways, and in addition to 
its commercial electric lighting business it 
also does the municipal lighting in many of 
the cities served. 

The Company, through the abundance of 
cheap power, has done much toward the in- 
dustrial development of this section of the 
State of Michigan, and has encouraged in- 
dustries of all classes to locate along its 
transmission lines. 

It is there- 





in 1918. Upon 
the completion 

















fore apparent 
that the “open 





























of the forego- ... 1 secret” for the 
ing  installa- ee success of this 
tions, the rated or company lies 
capacity of the ¢ See in the fact 
Company’s == that the 
plants will ag- ——s hydro - gener- 
gregate 220,- ’ ating plants 
000 H. P., of can work at 
which 117,000 less than one- 
H. P. will be — half the cost 
water \ of the fuel 
and 103,000 yw generat- 
H. P. Steam. ing plants. 
With the Over one-half 
large amount of the power 
of hydro-elec- furnished by 
tric power this company 
supplement e d is derived 
by reserve @ from water. 
Steam stations © On account 
of modern of the close 





type, the plants can be operated econom- 
ically and current furnished at a low price 
to the consumer. 


The Territory Served 


The territory served by the Company is 
an important and growing manufacturing, 
commercial and agricultural section, with 
excellent railroad and lake transportation 
facilities. Of the many cities and towns in- 
cluded in this territory Grand Rapids is the 
largest, having a population of 112,571 
(according to the 1910 census), and being 
the second city in size in the State. Many 
of the other cities served are likewise im- 
portant manufacturing centers, producing 
machinery, automobiles, chemicals, refrig- 
erators, stoves, engines, wagons, brick, etc. 


supervision of the very efficient Michigan 
Railroad Commission and also of the New 
York bankers and investment firms who 
stand sponsor for the securities of this 
company, the increase of capital has not 
been in the slightest degree excessive in 
consideration of the properties purchased 
and the improvements made. The book 
values are very conservative and the pur- 
chasing ability of the management above 
par. 
The Outlook 

In July, 1916, James Speed, in THE 
MAGAZINE OF WALL STREET, wrote: “Elec- 
trical power development in this country is 
still in its infancy and there is nothing to in- 
dicate that the demand for electricity in the 
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territory served is likely to fail to show at 
least the average yearly increase as exhibited 
to date.” 

Mr. Speed’s prophecy has been fulfilled 
and has been exceeded. The same proph- 
ecy holds good for the coming years; 
for this territory has not felt the de- 
pressing effects of the East and, more 
than this territorial factor, there is the de- 
sirable feature that the high cost of fuel 
material such as affects a Utility like Con- 
solidated Gas of New York is offset by the 
hydro, or water, generating power of the 
Consumers’ Co. 

Another favorable factor in the outlook is 
the fact that politics is not likely to affect 
the future as it has affected the Peoples 
Gas, Coke and Light Co. of Chicago. City, 
interurban, farm districts and municipalities 
must all be supplied. War demands for 
manufacturing must be considered also and 


opment. They are further secured by a 
mortgage on the remainder of the property, 
subject to the underlying divisional (closed) 
mortgage bonds, which it will be noted 
aggregate less than 10 per cent of the total 
bonded debt at this writing. 

The $4,000,000 Two-Year 6 per cent. 
Secured Gold Notes, in addition to being 
the direct obligations of the Company, are 
secured by the pledge of $5,333,000 face 
value of the Company’s First Lien and Re- 
funding Mortgage 5 per cent. Bonds. 
The authorized issue of these Notes is $4,- 
000,000 all of which have now been 
issued. 

The entire issue of common stock is 
owned by the Commonwealth Power, Rail- 
way & Light Co. so that nothing need be 
said about this issue. 

The issuance of the preferred stock has 
all been authorized by the Michigan Rail- 
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TABLE II—THE CAPITALIZATION. 


July, 1916 
Outstanding 
$10,500,000 


CAPITAL STOCK: 
Stock 


Common $ 

Preferred 6% Cum. ......... 10,000,000 
SECURED NOTES: 

Two year 
BONDED D 

Ist Lien and “—_ 5% 7. a 

Divisional Bonds ... ...... Mtgs. 


Oct., 1917 
Authorized Outstanding 
$20,000,000 $11,250,000 

20,000,000 10,000,000 
4,000,000 4,000,000 


i 35,000,000 
2,038,500 Closed Mtgs. 


seca ®te4-$5,33,000 additional 57 bonds deposited a collateral for the $4,000,000 Two-Year 6% 
The Michigan Railroad Commission 


Notes. 
the basis of official appraisals. 


authorizes all the issues of this company on 








the sale of k. w. hours as shown in Table 
I is more likely to increase than decrease. 
The margin of safety of the refunding 
cent. bonds is very great and they are 
best of the public utility 
a first lien and, as the 
observed from this analysis, 
property thoroughly investi- 
over valued. They are 
by the very best bankers 
held as investments. The 
between par and 90 and the 
close one. 

are secured, in the opinion of coun- 
first mortgage on properties 
ting plants with a rated ca- 
y 139,000 H. P. (in- 
P. under construction), 


by a first mortgage on 
water 
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road Commission and is tax exempt in the 
state of Michigan. Dividends have been 
paid at the rate of 6 per cent. per annum 
since the organization of the company. 
Over 2,400 investors in 44 states and 
countries are owners of this stock and 
about 50 per cent of this number are 
women. Consumers’ Power may well be 
classed among Public Utilities as the 
Pennsylvania Railroad is classed among 

i In 1915 the preferred dividend 
was earned three times and in 1917 nearly 











Public Utility Notes 
These notes are a record of recent price-affecting FACTORS, and are not to be regarded as 
RECOMMENDATIONS, to purchase or sell. 





Am. Telephone & Telegraph—$3,127,000, 
estimated by a New York banking house as 
excess profits tax for 1917, is far above the 
amount that it will be necessary to pay, ac- 
cording to a reliable authority. Experts 
have prepared a number of estimates on 
different iota, according to strict or liberal 
interpretation. Under the most expensive 
estimate the total tax of Bell system for 
1917 will be under $1,000,000. From this 
point figures graduate downward. If the 


tax finally settles around $500,000 it would 
about meet the expectations of those who 
have given the subject careful attention. 


B. R. T.—In making application to First 
District Public Service Commission for a 
rehearing of order that the company pro- 
vide 250 additional surface cars, called at- 
tention to imcreasing cost of operation by 
reason of higher prices for labor and ma- 
terials, and estimated such additional cost, 
exclusive of interest, at about $1,000,000 a 
year. The 5% notes maturing July, 1918, 
are represented by more than an equal 
amount of money spent, and come ahead 
of the $100,000,000 expenditure the city of 
New York agreed to make. 


Broo Union Gas—Reported that of- 
ficials of Government and company had 
reached an agreement for immediate in- 
stallation by the Government of apparatus 
for the reduction of toluol. It will be sev- 
eral months before the new plans will be 
in operation. The plants will be operated 
by Brooklyn Union and terms will be de- 
termined later. The agreement is the re- 
sult of the need for toluol, used in the high 
explosive T. N. T., and Government de- 
sires to have gas companies make toluol. 
In first nine months of 1917 gas sales 
showed increase 6.3% over corresponding 
months of 1916, while daily sales showed 
average increase of 2,491,229 cubic feet. Re- 
port, nine months ended Sept. 30, 1917, 
shows: Gross receipts, $1,595,836; net earn- 
ings $2,158,338; net profit, $1,388,917. Omis- 
sion of the usual semi-annual extra of 1% was 
due to abnormal increases in raw material 
costs. Gain in net was more than offset by 
the advancing costs. 

Cities Service— 
Reports Earnings: 1916 
$1,122,910 
1,102,869 
1,102,477 

829,298 
8,233,952 


1917 
630,019 
794 


Surp. aft. chgs 18,366,369 
Bal. aft. pfd. div....14,761,535 

earnings statement reflected 
increased oil production and sales at higher 
prices. About middle of August, mid-con- 
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tinent advanced 30% to $2 a barrel, which 
meant a great increase in earnings. 
Cleveland El. Illuminating—Ohio Public 
Utilities Commission has rendered a report 
on the valuation of properties; showing 
value of property owned by the company 
as of July 1, 1914, had been bed at $21,428,- 
987. The city has had a suit against com- 
pany for reduction in rates and valuation 
will be used in determining the course of 
commission’s decision. 
Columbia Gas & El.— 
Reports Earnings: 
Oct. gross 
Net after taxes 
Total income 
Surp. after chgs. ..... 
10 mos. gross......... 
Net after taxes....... 
Total income 


1917 1916 


Edison, Boston—Reports it will be little 
affected by order of Fuel Administration re- 
stricting burning of coal for sign advertis- 
ing. One per cent of consumption of coal 
is required for signs. It is estimated the 
order will cost the company under $25,000 
a year. 

Massachusetts Gas—Combined net earn- 
ings of subsidiaries for October were $463,- . 
994, an increase of $157,158, or 33.87%, com- 
pared with corresponding month in 1916. 

Northern States Power— 

Reports Earnings: 1917 1916 

Sept. gross $485,175 
Net after taxes 255,767 
12 mos. gross 6,857,192 5,822,702 
Net after taxes........3,545, 3,233,956 

During the 12 months fixed charges $1,- 
655,857, left a balance of $1,890,089. Surplus 
after preferred dividends, available for de- 
peenes, amortization, etc., was $1,003,- 


Third Avenue—At a recent meeting, a 
stockholder suggested that if the manage- 
ment was not able to maintain operations 
at a profit, it would be better for stockhold- 
ers to take steps to turn the property 
over to N. Y. City to let it be operated on 
municipal ownership plan. In reply Pres. 
Maher said: “I am not in favor of mu- 
nicipal ownership, and I say this without 
prejudice. I am hoping to retire on Jan. 
1. I have been working for more than half 
a century and feel that the time has ar- 
rived when I should step aside and let 
younger men take my place and maintain 
the company on a strong basis.” 

United Light & Rys.—Has authorized a 
new issue of $1,500,000 6% bond-secured 
grid notes, proceeds to be used to retire 
750,000 6% notes due Jan. 1, 1918, and to 
take care of additions, extensions and bet- 
terments. 
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The Merging of Osage-Hominy 
Romantic History of the Company— Yields and Value— 
Prospects for Stockholders Under the Merger with 
Oklahoma Producing & Refining—Should 
Holders Make the Exchange? 





By VICTOR DE VILLIERS 





E KNEW a dear old lady who 
amassed a tidy sum by following 
names instead of past perform- 
ances. Hers was a system of in- 
vesting made easy. Its chief merit was 
simplicity. Her investment list bristled 
with names like “Golden Rose,” “Purple 
Lily,” or “Pink Cameo Mining,” to which 
she had taken a fancy—each a winner. 
She’s dead now, but one wonders whether 
Osage-Hominy, oil stock and romance- 
maker, with its weird suggestion of the 
latest in breakfast-foods, would have fig- 
ured among her winners. 
» Space forbids more than a passing refer- 
ence to the romantic role this big little oil 
enterprise has played in the lives of men 
—white men and red men—since the first 
of its drillers’ needles punctured the earth’s 
crust in quest of “liquid gold. ” 


Money to Burn 


Osage-Hominy has put a master-kink in 
the per capita wealth statistics of the 
learned gentlemen paid by Uncle Sam to 
compile such data. December 18, 1916, 
should be a red-letter day in the annals of 
the two thousand odd members of the 
Osage Indian tribe, for on this date Osage- 
Hominy started its corporate life with own- 
ership of a half share of certain oil leases 
in the Indian Reservation which have made 
the tribe famous. This half share cost 
$6,000,000; the other half is said to have 
cost more than that. 

Osage-Hominy set a rapid pace in price, 
and speed of development that others found 
hard to equal. In May and November of 
this year other leases in the Reservation 
changed hands, by auction and private 
treaty, for account of the tribal treasury. 
The average price was $1 an acre. Choice 


tracts of 160 acres realized $200,000 a 
tract. Leases being subject to cash bonuses, 
annual rental and other privileges reserved 
to the tribe have given the Osages some- 
thing to worry about when it comes to fig- 
uring up the income tax under present com- 
plicated regulations. Need we add that for 
them the tepee has given way to the stately 
villa, the tomahawk to the swagger-stick, 
and that the picturesque beads, blankets 
and feathers dear to the heart of the mo- 
tion-picture devotee will soon be a curios- 
ity, even to the Indians of Osage County? 


Number Seven of Section Eight 


Osage-Hominy’s historic $6,000,000 
lease, known as “Section Eight,” was orig- 
inally sold by auction at the Pawhuska 
headquarters for Indian Affairs, Okla- 
homa, in 1913, to Dr. S. K. Kennedy, on 
his bid of $1.10 an acre, or $5,258 cash 
bonus. The lease was subject to the usual 
conditions regulating all sales of Osage 
lands, namely, a rental of 15 cents an acre 
the first year, 30 cents the second year, 50 
cents the third, and $1 thereafter till oil 
was produced. When production was de- 
veloped, a one-sixth royalty was to be paid 
to the tribe. 

Dr. Kennedy was in reality acting for 
himself and his partner, W. A. (“Gus”) 
Springer. The latter, then an employee of 
the Hill Oil & Gas Co., for whom he had 
selected valuable leases in the famous 
Cushing pool—since sold to Cosden & Co. 
—did not wish to bid personally at the 
sale and perhaps create the impression that 
the Hill company was reaching out for ter- 
ritory. By doing so he would be putting 
up the price against himself. 

“Doc” Kennedy had little faith in the 
choice of “Gus” Springer. He fully be- 
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lieved that his partner had “handed him a 
lemon” this time. There followed a nerve- 
trying period of discouragement and van- 
ishing funds, till Springer met the firm of 
White & Sinclair, and through sheer en- 
thusiasm persuaded them to drill the lease 
for a half interest in production. Harry 
Sinclair, of that firm, president of the Sin- 
clair oil companies, has already been intro- 
duced to our readers in these pages. 
Between August, 1914, and the middle of 
1915, production was insignificant, and 
with the growth of the Cushing pool then 
gushing oceans of oil which could hardly 
be given - += 
away around 
40 cents a 
barrel,- the 
last hopes of 
these pioneer 
operators 
were dashed 
to the ground. 
The drill was 
w it h drawn 
from “Well 
No. 7,” and 
all operations 
ceased. A 
little later, 
White and 
Sinclair were 
lucky enough 
to trade in 
their share of 
“S p ringer’s 
lemon” to the 
Tidal Oil Co. 
for about 
$20,000. 
They had 


“Doc” Kennedy and “Gus” Springer, who turned an investment 
of $5,000 into $6,000,000 


were laid by the Prairie Pipe Line Co. and 
others, and in December, 1916, Kennedy & 
Springer divided a bankroll of $6,000,000. 
They had sold out their half share in the 
lease of Section 8 to the Oklahoma Produc- 
ing & Refining Company. 

Their partner, the Tidal Company, later 
sold. its half share for something over $6,- 
000,000. 

The purchaser was the Sinclair Oil Com- 
pany, Harry Sinclair, president! 


Promotion of Company 


Under the auspices of the Oklahoma 
: Producing & 
Refining Co., 
a well known 
in dependent 
operating in 
the Mid-Con- 
tinent field, 
Osage - Ho- 
miny was 
launched in 
D ec e mber, 
1916, with a 
capital of 
$ 5 , 000,000. 
Of its 1,000,- 
000 shares, 
par $5, about 
$1 per cent. 
was _ allotted 
at par to the 
parent com- 
pany, and 
about 49 per 
cent. is un- 
derstood to 
have been 
offered to, 
and over- 








spent more 
in drilling, but there was great rejoicing 
in the White & Sinclair camp. 

But the Tidal Oil Co., now a partner 
of Kennedy & Springer, was not so easily 
discouraged, especially when the Cushing 
pool commenced to show signs of petering 
out. Drilling on No. 7 was resumed, the 
prolific Bartlesville sand was reached, and 
in a few days, with oil spouting over the 
derrick, the fortunes of Kennedy & 
Springer and also of the Osage Nation were 
practically assured. Other wells came in 
on the lease in rapid succession; pipe-lines 


subscribed by, friends of the management, 
at around 6. 

The subsidiary was created to operate the 
lease, and others which might be acquired, 
and so insure an adequate supply of crude 
oil and gas to the refineries of the parent 
and its affiliated companies. The lease 
held in undivided half shares with the Sin- 
clair Company is a compact tract of 4,780 
acres of practically proven oil lands in the 
Hominy pool, 50 miles northwest of Tulsa. 
and bounded on its east and south side by 
Hominy, Osage City, and Pawhuska, the 
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seat of the Indian government, Oklahoma. 

The oil produced grades as “Cushing 
crude,” commanding a premium of 25 cents 
a barrel over the regular posted price for 
Oklahoma crude, now selling around $2 a 
barrel, and is specially adaptable for the 
manufacture of gasoline. The Hominy 
pool is regarded by oil experts as a formid- 
able rival of Cushing, with excellent pos- 
sibilities for similar extensive development. 

The company has since purchased, also 
in conjunction with a Sinclair company— 
the Sinclair Gulf Corporation—an addi- 
tional lease of 160 acres adjoining present 
holdings for around $200,000. ~ 


Oil Minus Water 


The management regards the lease as a 
bargain. « If it is not, stockholders may de- 
rive comfort from the fact that the Sinclair 


eagle when it wears a $12,000,000 top-knot. 
One cannot blame the persons concerned 
for refusing to let it get away from them. 


Development and Results 


If the management made a mistake, it 
wasted no time in regrets, as production 
and earning figures will demonstrate. 
Commencing the year 1917 with an initial 
production of around 5,000 barrels daily 
from 11° wells, Osage-Hominy has since 
brought in about 73 additional wells, pro- 
ducing a further 5,000 barrels daily, making 
a total of 84 oil wells with a fairly settled 
production of around 10,000 barrels a day. 
In addition to this, three gas wells yielding 
100,000,000, 40,000,000, 15,000,000 and 
14,000,000 cubic feet of gas daily have also 
been drilled. The oil is being delivered to 
the Texas Company on a contract basis at 








+ ee a Pe 


The Hominy Pool 


Once worthless Indian lands, this Osage-Sinclair lease changed hands for over $12,000,000. 


interests paid considerably more for their 
share. Who got the best of the bargain still 
remains to be seen. It is certain, however, 
that no attempt was made by the Crawford 
management of Osage-Hominy and Okla- 
homa P. & R. to boost the capitaliza- 
tion of the new company by adding “wa- 
ter” to the oil, and it is upon a supposedly 
rock-bottom capitalization of $5,000,000 
that one can attempt to criticize the judg- 
ment of the management. 

The apparent unloading of this promis- 
ing property by Tidal Oil, Kennedy and 
Springer prompts the pertinent queries, 
why did they sell, and what’s the matter 
with it anyway? We suggest that while the 
Hominy pool and lease possess undoubted 
present and potential value, the principle 
“a bird in hand is worth two in the bush” 
may be the point of view of its former 
owners. The “bird” is certainly a golden 





about $2 a barrel, and the gas to the 
Wighita and Kansas Gas Companies at 
3% cents a thousand cubic feet, also under 
contract. 

The most prolific source of oil produc- 
tion on the lease, the Bartlesville sand, has 
been penetrated to a depth of about 2,353 


feet. The limit of its productivity is un- 
known. There are other sands and strata 
at varying depths on the property which are 
likely to yield a substantial production as 
time goes on, and the lease develops. 
Earnings of Osage-Hominy were orig- 
inally estimated by the management at 
about $1,500,000 annually. The actual 
net earnings for the first six months ending 
June 30, 1917, were $812,810, or $1,625,- 
620 annually, about $1.62 a share. This 
was from a part of present production. The 
monthly earnings figures have shown a 
consistent Aacrease. They were May, 
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$142,970; June, $158,396 ; July, $225,000; 
August, $250,000. Current earnings are 
reliably estimated to be running around 
$3. a share. 

Dividends are being paid at the rate 
of 10%, or 50 cents annually. ‘There 
appears no reasonable doubt as to the abil- 
ity of the company to continue this payment 
so long as anything like the present liberal 
margin is earned, even with war tax de- 
ductions, or a reasonable decrease in the 
price of Oklahoma crude oil. 


Market History 


Introduced to trading on the New York 
Curb, after last December’s “peace break” 
at around 7, the shares became a favorite 
trading medium, and under a large turn- 
over jumped to 8. By the end of Janu- 
ary the quotation stood at 934, with a turn- 








BALANCE SHEET, JUNE 30, 1917 
Assets 
Properties, wells, ete 
Cash on hand and in banks 
Oil account 
Accounts receivable 
Deferred items 


Capital stock 
Accounts payable 
Deferred items 


"$6,848,145 








over of 250,000 for that month. The shares 
have always been active, with an average 
daily turnover of around 3,500, and, ex- 
cepting for minor independent fluctuations, 
their price has closely followed the general 
trend, in common with Oklahoma P. & R. 
The price of “Osage” and “Oak” have af- 
fected trading sentiment on the Curb to no 
small extent during the past year, and the 
pair have been regarded as barometers of 
the general situation. The extreme high 
for the year was 10% and a low of 6% 
was registered in the recent semi-panic. At 
around 7% at this writing, Osage sells on 
a parity with “Oak”—a reminder of the 
forthcoming merger. 

Osage-Hominy has not indulged in the 
pyrotechnical display which traders confi- 
dently expected. Its fluctuations have not 
seriously endangered the health of any 
holder with a weak heart, as so many other 


oil shares on the New York Curb have done 
and—are expected to do. It has behaved 
on Broad Street like a respectable stock, 
with a dignity befitting its minor leadership 
and the good company it traveled with. Its 
clean-cut career on the market has put it 
through the crucible preparatory for the 
second stage of its sphere of usefulness. 


The Merger 


Out of a clear sky came a letter recently 
to Osage-Hominy stockholders from the 
joint management of the Osage and Okla- 
homa companies, announcing that the latter 
offers to exchange all outstanding stock of 
Osage for shares of Oklahoma, share for 
share. The reasons given for this move, 
summarized from the circular, are: The 
Oklahoma company, a $10,000,000 corpo- 
ration, already owning 561,200 shares of 
Osage, is a complete cycle in the oil indus- 
try, owning production, refineries, markets, 
a good-will, and trade-names of repute “ac- 
quired by years of successful and honorable 
business.” The Oklahoma company alsc 
owns a refining plant at Muskogee, Okla., 
an 83-mile pipe-line system, a marketing 
organization, tank cars, and distributing 
stations. The circular claims that substan- 
tial economies and improved facilities for 
selling, transporting and marketing will re- 
sult from the merger. 

Under the merger, which at this writing 
seems assured, Osage-Hominy will come 
under the same administration and be affil- 
iated with Sperry Oil & Gas Co., New 
York Oil Co., Muskogee Refining Co., 
Crown Pipe Line, Crown Petroleum Co., 
and the Union dés Petroles d’Oklahoma, 
all subsidiaries of the parent company. 

Who will benefit by the merger? Should 
Osage stockholders follow the lead of Mus- 
kogee stockholders who were likewise taken 
into the fold over a year ago? 

While we believe that Oklahoma stock- 
holders gain the advantage, and the merger 
stands to benefit them considerably, the 
union of Osage in a brotherhood of smaller 
companies which have uniformly given a 
good account of themselves, will not only 
round out the ambitious plans of the Craw- 
ford management, but will create a solidity 
and stability for all stockholders, Osage as 
well as Oklahoma, which should offset any 
paring down of present temporary advan- 
tages. “United we stand, divided we fall” 
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is a maxim, the importance of which is 
significant in uncertain times like the pres- 
ent. Osage stockholders are getting the 
equivalent of 7% a share, with the ad- 
vantage of sharing in the other fellow’s 
luck, thrown in for good speculative 
measure. 

While stockholders of Osage are not 
compelled to make the exchange, the grad- 
ual absorption of the floating supply of 
Osage stock will lessen public interest in it. 
It is morally certain that its market quota- 
tion will not get away from parity with 
Oklahoma P. & R. while the merger is in 
process of consummation. Finally, consid- 
eration of the recognition that the latter is 
the principal stockholder of Osage, with its 
welfare undoubtedly in mind, prompts the 
recommendation that shareholders need not 
hesitate to accept its offer to exchange their 
stock, share for share. 


Conclusion 

The future of Osage-Hominy is bound 
up closely with the fortunes of Oklahoma 
P.-& R. Co. It will cease to exist as a sep- 
arate entity within a few weeks. 

No positive appraisement is possible 
here, involving exhaustive consideration of 
the parent company, discussion of the fu- 
ture of the Mid-Continent field, and the 
outlook for the oil industry in general. 

The confident opinion of Dr. I. C. 
White, state geologist of West Virginia, a 
gentleman in whom well-informed oil men 
place confidence, is a beacon light in a 
wilderness of doubt. 

“The Hominy tract is one of the most 
promising single oil properties ever devel- 


oped in the State of Oklahoma. It occu- 
pies the crown of a broad structural dome 
in strata, the nature of which shuts off 
competitive drilling on two sides of its 
nearly square area. On this great dome a 
row of splendid oil and gas wells has been 
drilled over a line one and one-tenth miles 
in length. On this, it is confidently esti- 
mated, that 1,350 acres will yield oil at the 
rate of 15,000 barrels per acre, within a 
period of five or six years, while 750 acres 
additional will yield 7,500 barrels per acre 
within the same period, or 26,000,000 bar- 
tels from the Bartlesville sands alone, 
worth a net return of $17,000,000 within 
five or six years from the half interest. In 
this estimate, oil from sands other than the 
Bartlesville does not enter, nor the vast 
quantity of gas present in most of the six 
higher sands, which should add two to 
three millions in dollars to your company’s 
interest.” 


Valuation of Lease 


Making due allowance for enthusiasm, 
by cutting the valuation of Dr. White in 
half, we arrive at a figure around $10,000,- 
000 as a valuation for the lease, against the 
$6,000,000 purchase price. We believe we 
are nearer the intrinsic mark in so doing. 
Whatever the actual figure might ultimately 
be, it is certain that the Oklahoma parent 
is inheriting a fine estate from its youngest 
son, and there is little doubt that the prop- 
erty will not suffer from the comprehensive 
and economical administration of a man- 
agement which enjoys the confidence of its 
stockholders, and has risen equal to all 
emergencies in the past. 








MARKET STATISTICS 


7——Dow Jones Averages—— 


10 Bonds 20 Indus. 20 Rails 


71.51 
72.80 
73.57 
72.95 
74.23 
73.51 
74.03 
73.80 
73.25 


72.65 
72.86 


83.65 


Breadth 
7-50 Stocks—— No. 
High Low Total sales issues 
63.89 62.77 406,200 193 
65.18 63.81 727,600 217 
65.89 64.39 794,100 219 
65.86 64.85 576,200 201 
66.16 64.91 509,700 184 
65.81 65.13 336,500 173 
65.90 65.03 430,900 191 
65.96 64.94 521,400 202 
65.14 64.33 386,100 193 


77.05 
77.58 
78.32 
78.26 
78.46 
78.16 
78.13 
77.13 
76.42 


Stock Exchange closed (Thanksgiving ~~ 


172 
127 


64.26 
64.18 


351,800 
133,200 


75.80 


76.21 63 69 




















Oil Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded as 
RECOMMENDATIONS, to purchase or sell. 








Cities Service—Announces that new 12- with a production approaching 10,000 bar- 


inch water main, installed by it from Arkan- 
sas River to El Dorado field in Kansas, had 
been placed in operation. 


Cosden & Co.—Combined earnings of 
Cosden & Co. and Cosden Oil & Gas Co. for 
nine months ended Sept. 30, follow: Net 
after all expenses, including part deprecia- 
tion and taxes, $7,953,155; interest on bonds, 
$516,504; surplus for nine months, $7,436,651. 


Illinois Pipe Line—Semi-annual dividend 
of $10 a share, payable Dec. 17, is a $2 re- 
duction from last declared of $12. Earnings 
in 1916 were $25.50 a share, against $21.60 
in the preceding year. The company is cred- 
ited with making liberal depreciation allow- 
ances in 1916, because, notwithstanding large 
investments in new lines and equipment its 
plant account, as shown in the 1916 annual 
report, showed a reduction of about $300,000. 
These new lines, to a large extent, are lo- 
cated in Wyoming, where the development 
of new large fields has required the building 
of pipe lines, storage and pumping facilities, 
to take care of increased output. 


Indian Refining—Dividend of 3%, payable 
Dec. 20, is the first dividend on common 
stock since October, 1911. Prior to that 
time they were at the rate of 12%. It is re- 
ported that as long as earnings continue at 
existing rate, a dividend of 3% would be de- 
clared every three months, thus placing the 
common stock on a 12% yearly basis. 


Merritt—Two new wells have been added 
to the producers from the Wall Creek sand 
in Big Muddy. A second deep well was 
completed Oct. 30 by Midwest Refining, 
drilling on Merritt ground. A well was 
brought in by Ohio Oil Co., Oct. 17. This 
is the third deep well on ground owned 
jointly by Ohio and Merritt companies. This 
brings total Wall Creek sand wells on Mer- 
ritt ground in Big Muddy up to nine. 


Midwest Refining—A new process, said to 
yield 75% of gasoline, has been tested and 
worked out at company’s plant at Casper, 
Wyo. A modification of the Rittman proc- 
ess; it was developed under the supervision 
of Dr. David T. Day, formerly with the U. 
S. Geological Survey. Experiments have 
been conducted for a year, and its efficiency 
is believed to have been established—Suc- 
cessful development of the process for the 
extraction of gasoline from oil is expected to 
result in considerable benefit to the com- 
pany. 

Oklahoma P. & R.—Announces that 
enough stock of Osage-Hominy has been 
deposited to insure merger of that company 
into the Oklahoma Co. 

Osage-Hominy—Recent reports are that 
company now has around 90 producing wells 


rels daily. Earnings for 1917 are predicted 
to be $3 a share after taxes. 


Royal Dutch—The 74,000 sub-shares were 
sold in the United States in 1916 have been 
admitted to the official list of the Amster- 
dam Stock Exchange, effective Dec. 15, 1917. 


Sinclair Gulf—Has made its first report 
since operations were begun. For four 
months ended August 31 income after deduc- 
tion of interest and taxes, but before depre- 
ciation, is $1,662,155, or at annual rate of 
$6.99 a share. Balance sheet shows assets, 
$6,049,861, and liabilities, $2,907,948, leaving 
net assets $3,141,912. Total assets $57,418,- 
385 are claimed. Since Aug. 31, note and 
bonded indebtedness has been reduced 


$1,635,000. 


S. O. of Kansas—Increase of $4 in the ex- 
tra dividend reflects the improvement which 
has taken place in the Kansas field in the 
latter part of 1917. New production has 
been brought in, which has been of advant- 
age to the company until recently a refining 
and marketing concern. This came at a time 
when refining capacity was increased, and 
as a result business has been especially satis- 
factory. Company has shown average 
yearly net of $50 a share. Net profits in 1916 
were $63.69 a share, against $28.19 in 1915. 
Net assets Dec. 31, 1916, were $4,418,683, 
against $1,032,289 on Dec. 31, 1911. Surplus 
was $2,418,683. 


S. O. of New Jersey—Directors have 
elected A. C. Bedford, heretofore president, 
as chairman of the board and chief executive 
officer. The board also elected as a director 
and Pres., W. C. Teagle, formerly vice-Pres. 
and director, and Pres. of Imperial Oil. The 
changes were made necessary by pressure 
on A. C. Bedford of his duties as chairman 
of the Petroleum Committee of the Council 
of National Defense. 


* Tidal Oil—This producing subsidiary of 
Tide Water Co. has purchased the property 
of Maple Oil Co., in the center of the Irvine 
Field, Ky., in which it holds leases on 4,000 
acres of land, with 14 producing wells. Al- 
though the price is not announced, the price 
asked for Maple Oil Co. recently was $100,- 
000. The Tidal Co. plans to start drilling 
work immediately. 


Tidewater Oil—Reports gross $21,011,672 
for nine months Sept. 30, compared with 
$17,009,363 for the full year of 1916. Net for 
period, after charging off $1,427,319 for de- 
preciation, was $7,494,372, and balance divi- 
dends $6,935,549, equal to $21.74 a share. 
Surplus on Sept. 30 was $12,593,475, and ag- 
gregate assets $50,797,219, of which $34,600,- 
000 represent oil-producing properties, re- 
fineries and pipe lines. 
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Oil Inquiries 





Two Cheap Oil Shares 


G. H. E., Philadelphia, Pa—Metropolitan 
Petroleum is a risky oil speculation. An ex- 
change of its shares for those of Island Oil 
and Transport Corporation is proposed on the 
basis of one share of Island for two of Metro- 
politan. The Island Company is now being 
financed by strong bankers, and it is quite pos- 
sible that interest will be temporarily revived 
in “Met. Pete,” and an active market created 
for the new Island Oil shares. But, we have 
been able to discover little but doubtful specu- 
lative value in either stock, and our advice to 
holders of Metropolitan Petroleum is to sell 
if they do not wish to gamble further with 
their money. 

Boston-Wyoming is a 
Wyoming oil proposition, which is. unat- 
tractive because of its liberal capitaliza- 
tion, $5,000,000 (par $1). The company 
has a small production from its holdings 
in the Big Muddy field, and present price of 
the shares probably discounts production and 
earnings to date. There has been a boom of 
proportions in Wyoming oil stocks, which ap- 
pears to have reached a halt for some time to 
come. The risk involved is not commensurate 
with the chance for profit, in purchasing or 
holding these shares. 


sem!-prospective 


“Jersey” Preferable to S. O. of New York 


E. J. G., Lake Charles, La—Standard Oil 
of New York has big possibilities over a pe- 
riod of years and the stock should sell higher 
after peace is declared and the company re- 
coyers its export business in China. We hard- 
ly suggest the purchase of the stock at this 
time, however, use of the general uncer- 
tainties ahead of the market. We favor more 
Standard Oil of New Jersey, selling around 
500. This stock, however, should not be pur- 
chased unless one is willing to tie up money 
in it regardless of temporary market fluctua- 
tions, It is the kind of a stock to buy and 
lock up for a period of years. It should show 
handsome profits to the purchaser, for a long 


pull. 


S. O. Indiana Comparatively High 


J. A. R., Shreveport, La.—Standard Oil of 
Indiana notwithstanding its decline is still sell- 
ing comparatively high. We believe that over 
a period of years, the stock will have a value 
as high as any previous market level, but be- 
fore that time, if the war continues much 
longer, substantially lower prices than now 
current should be seen. The war will have 
the effect of making large inroads into the 


earnings of the Standard Oil group, and it is 
not likely that Standard Oil of Indiana will 
escape the burden. We doubt. whether large 
distributions are in sight during the war pe- 
riod. We do not advise a purchase at this 
time. 


Why Oil Stocks Should Not Be Bought Yet 


L. B., Chicago, Ill—We do not believe the 
time has arrived when Standard Oil stocks 
may be regarded as “cheap enough,” for they 
sold at considerably lower prices in 1914. 
Why Standard Oil stocks should be excepted 
from the rule that nearly all investment se- 
curities of high merit are now selling below 
1914 and in some cases below 1907 levels is 
not quite clear unless it is due to the fact that 
the supply and demand situation in oil is still 
a very bullish one. As a consequence of high 
prices and prosperity in the oil industry, the 
Standard Oil companies are still enabled to 
pay out handsome dividends but it is a ques- 
tion whether this liberal dividend policy will 
be continued, particularly if the war lasts an- 
other year or longer. Not only is there al- 
ways a possibility in the oil industry that new 
pools will be discovered resulting in a tem- 
porary increase in the supply such as will over- 
balance the demand and undermine the struc- 
ture of high prices; but the oil companies are 
facing, under war conditions, an entirely new 
and unnatural situation, Excess profits taxa- 
tion and price fixing together with restriction 
of consumption, particularly gasoline, may 
very well seriously interfere with the earnings 
and dividends of the Standard Oil Companies. 

To sum up, we hardly think it advisable to 
buy now Standard Oil of New Jersey or any 
of the other Standard Oil stocks for invest- 
ment along the lines you suggest. Better wait, 
for if you will not be afforded the opportunity 
of buying at much lower prices, you will at 
least be able to buy with more assurance. 


A Newcomer in the Oil Field 
T. A. B., Hoboken, N. J—Ohio Cities Gas 


-appears to be liberally capitalized. The com- 


pany’s earning power has not yet been tested 
through a period of depression in the oil in- 
dustry, which is now its chief field. We do 
not consider a purchase of the stock advisable, 
particularly for investment. 

Ilfinois Pipe Line is selling low in compari- 
son with the high prices of last year, but not 
low in comparison with the 1915 low of 108 
and the 1914 low of 120. With a general de- 
pression in the oil industry such as is likely 
to come Illinois Pipe Line may prove no ex- 
ception to the rule of heavily declining values 
and we do not believe that the stock is a pur- 
chase for investment now. 
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Outlook for Copper Stocks 


Why the “Coppers” Have Declined— Effect of the Excess- 
Profits Taxes—Investment Position of Copper Securities 
—Is It Time to Purchase Them? 





By JAMES SPEED 





HERE are so many factors to be 
taken into consideration in dis- 
cussing the outlook for copper 
securities that one hardly knows 

where to begin. Of course, the matter of 
excess-profits taxation is of leading impor- 
tance. In common with a great many other 
companies the coppers are wrestling with, 
first, the problem of interpretation of 
the excess-profits laws, and secondly with 
its effects not only upon earnings and 
hence dividends, but upon working capital. 

Speaking generally the copper companies 
are in a much better position in regard to 
working capital than many war-boomed 
industrials. In the first place they have 
been chary in the matter of dividend dis- 
tributions and they have not been under 
the expenses for new construction and 
equipment comparable to the expenditures 
by industrials for the same purposes. 
Hence the coppers find themselves in a very 
strong cash and quick assets position. 

In the matter of dividends there is much 
room for debate. In view of the fact that 
the excess-profits tax has still to be inter- 
preted it would appear that any accurate 
forecast along the dividend line is hardly 
possible at the present time. But the opin- 
ion is expressed in informed copper circles 
that the day of “extras” has passed, that 
those corporations which have stuck to their 
“normal” dividend rates should be able to 
continue paying those rates, but that those 
_ companies which have jumped their regular 
dividend rates to higher levels may have to 
do some scaling down to a more moderate 
basis. 

One may gain some idea of the difficulty 
of applying the excess-profits tax at this 
time from the fact that recently an associa- 
tion of mining interests with headquarters 


at New York addressed a memorandum to 
the Commissioner of Internal Revenue 
asking that mining ore reserves developed 
since January 1, 1914, be regarded as 
earned surplus since they represent the re- 
sult of capital and labor expended, and 
also that the excess-profits tax be figured 
on the present value of mining properties 
rather than the par value of the securities. 
The latter suggestion involves a valuation 
of the mining properties of this country. 








DECLINES FROM HIGH OF FIVE IMPOR. 
TANT COPPERS 

P.C. 

1916 Recent from 

High Low Decline High 
75 55 42 
Anaconda 56 49 46 
Miami 28 21 42 
Nevada Con. ... 17™% 17 50 
Copper Range.. 44 44 50 








It will be readily seen that if either or 
both of these suggestions are adopted it 
will mean radical changes in the excess- 
profits tax computations. 


Importance of the Technical Position 


The average investor when he becomes 
interested in a security, devotes his re- 
search to an examination of intrinsic values, 
earning power, working capital, manage- 
ment, etc. This plan is a good one as far 
as it goes—and in many cases it proves ade- 
quate for all purposes. But in many, many 
other cases it proves inadequate and then 
the investor blames Wall Street or what 
other medium for popular disapproval may 
be in vogue at that particular time. There 
is another and exceedingly important fac- 
tor which should always receive the care- 
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fullest study, and that is the technical po- 
sition of securities. 

“Oh, I am an investor, not a trader,” the 
average investor replies. The fallacy in 
his reply is this; the market action or tech- 
inical position of stocks more often than 
not foreshadows approaching and maturing 
developments affecting intrinsic values 
which may not be expressed in terms of 
earnings or balance sheets for weeks or 
even months to come. 

And at this point let me digress to say 
that no conclusion is allowed to appear in 
this publication which has not taken ac- 
count of the technical position of the se- 
curity to which it refers. 

The recent action of the coppers illus- 
trates the importance of the technical po- 
sition of securities and Utah Copper is a 
striking specific example. This year the 
high point of Utah was 11834 reached May 
25 last. During the last six months there 
has been great activity in this stock which 
at times to the inexperienced eye had the as- 
pects of accumulation but which the trained 
market observer soon realized was but mar- 
ket “camouflage” to conceal a widespread 
and long-continued distribution. Obviously 
Utah was a sale at 118 and all the way 
down to 90 which represented the zone of 
major distribution, in spite of the 
strong position of the company and its very 
large earnings. Notwithstanding its pres- 
ent low price there appears to be no con- 
siderable accumulation and therefore it is 
not the time to buy. 


Utah Copper 


The recent weakness of Utah Copper, 
which sold down to 71% on November 5 
as contrasted with a high in May of 11834, 
raises the question as to whether there will 
not be a decided revision in the dividend 
rate at the next directors’ meeting. At 
the last dividend meeting the board declared 
the regular dividend of $1.75 per share and 
an extra dividend of the same amount, 
which, it was carefully indicated at the 
time, was intended as a “capital distribu- 
tion.” 

According to well-informed quarters the 
extras on Utah will have to go, which would 
leave the regular rate of $7 per share and 
which would mean a return on a price 
of 76 approximately 9%. In ordinary 
times 10% is considered a fair return on a 


~ 





mining investment, but these are times of 
abnormally high interest returns, and it 
would appear that if Utah’s dividend rate is 
to be reduced to the amount expected, the 
market price of the stock has not fully dis- 
counted such reduction. 


Utah’s Decline in Earnings 


Utah’s last quarterly report furnished a 
genuine sensation. Net operating profits 
apparently shrunk approximately $8,000,- 
000. Presumably, the net for the third 
quarter is the balance left after allowance 
for excess profits taxes. It is said also that 
the poor showing was due in part to delay 
in making deliveries of metal, a cause which 
will be corrected in the current quarter. 
The company’s quarterly statement com- 
pares as follows: 


Third Second 

Quarter Quarter 
Net operating profits.... $1,030,221 $8,898,627 
Other income........... 1,804,003 1,664,913 
Total net profits........ 2,834,225 10,563,541 
SS CR re 6,497,960 5,685,715 


The company in the third quarter pro- 
duced 54,762,544 pounds of copper, against 
56,403,465 pounds in the second quarter. 

It must not be forgotten, however, that 
the above statement was compiled on the 
basis of calculating unsold copper at 13 Yc 
a lb. As the price of copper has not re- 
motely approached this price since the up- 
ward movement started after the war be- 
gan, it would seem that the management 
was conservative, to say the least, in fig- 
uring its last earnings statement. Taking 
the difference between the company’s price 
and the Government price of 23¥%c a Ib. 
would mean a gain in Utah’s earnings for 
the last quarter of more than $5,000,000. 
Utah is earning, figuring on the basis of 
the Government price for copper, at the 
rate of about $20 per annum. As it is one 
of the largest and one of the lowest of low- 
cost producers it is a stock that will be well 
to bear in mind when its technical market 
position warrants purchasing. 


Anaconda’s Earnings Curtailed 


Next to Utah Copper the Anaconda issue 
has shown the greatest decline from the 
1916 high in actual points, though not in 
actual percentages. Like Utah the stock 
has shown distribution from the high of 
1163 close down to 50, and at the present 
prices of between 55 and 60 per share 
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shows no signs of an accumulation presag- 
ing an important upward movement of the 
stock. 

Anaconda at the present is paying at the 
rate of $8 per annum on its stock, or 16% 
on the par value of $50 per share. Unlike 
Utah Copper and others of the Jackling 
group, Anaconda makes an earnings state- 
ment to its stockholders only once a year. 
It is certain, however, that Anaconda’s 
earnings for the current year will be less 
than for 1916 because of the severe strike 
which began early in September and from 
which the company is slowly emerging. On 
Sept. 5 last all mining activities in Mon- 
tana, including smelting operations, were 
suspended, which meant a curtailment in 
copper production of in the neighborhood 
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metals and materials on hand, of more than 
$38,000,000, not including the amount set 
aside for retiring the $16,000,000 notes. 
It is figured that the current yéar will see 
quick assets on the balance sheet totaling 
between $45,000,000 and $50,000,000, or 
the equivalent of approximately $20 per 
share on the stock. 

All this, however, is water that has 
passed the mill. Current year’s earnings 
will show a very great decrease from the 
$21.80 earned last year and which marked 
the high-water level of Anaconda’s earnings. 
From now on Anaconda will have to reckon 
with higher costs and taxes. The stock 
at 57 yields more than 14%, which is a 
suspiciously high return even in these times 
for a security of the intrinsic soundness of 








COPPER RANGE—INCOME AND DIVIDENDS 


Capital Stock, 
Paid 
Per Share 


Net 


Dividends 
ai 
$2,304,810 


Surplus 

for Year 
$283,390 
$49,965 
$173,367 
$236,482 
$552,543 
904,137 
592,164 
494,600 
2,382,759 
2,136,542 


rned 
Per Share 
$6.74 
3.87 
3.55 
3.38 
2.04 
4.29 
1.25 
1.25 
9.26 
15.57 


1,536,740 
1,536,930 
1,537,340 
1,357,104 

788,428 
1,082,697 
1,182,003 3.00 
3,941,648 10.00 


Note.—The Copper Range Co. succeeded theCopper Range Consolidated Co., which was dis- 


solved on Oct. 8, 1915. +tDeficit. 








of 30,000,000 Ibs. monthly. At the present 
writing the strike situation has been settled 
and Anaconda is operating 18 of its mines. 
Within another month it is expected, bar- 
ring unforeseen and unfortunate develop- 
ments, that Anaconda will be back to nor- 


mal operations. 
Estimate for 1917 


Interests close to Anaconda estimate that 
in spite of the curtailment in production 
and excess profits taxes, Anaconda will earn 
this year close to $28,000,000 or about $12 
per share. This estimate premises that the 
taxes will run not in excess of $2 per share. 

Anaconda has placed itself in a very 
strong financial position as the result of war 
prosperity. On December 31 last the com- 
pany had quick assets, including cash, 


Anaconda. There is talk of a reduction in 
the dividend rate. 


Nevada Consolidated’s Deficit 


For the quarter ended Sept. 30 last 
Nevada Consolidated showed an actual 
deficit of about half a million dollars al- 
though production and recoveries were 
approximately the same as for the preced- 
ing quarter. An accumulation of unsold 
copper which piled up while negotiations 
were in progress with the Government and 
which, as in the case of Utah, was in- 
ventoried at 13¥%4c. per. lb., together with 
increased operating expenses, was respon- 
sible for the deficit. Nevada’s stockhold- 
ers should take heart, however, for in the 
same report the statement was made that 
as a result of orders placed by the Govern- 
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ment, Nevada had sold all of its metal due 
for delivery before the end of the year and 
that the condition of unsold copper was 
merely a temporary one. 

A great improvement in Nevada’s finan- 
cial position was made possible by the 
record breaking earnings for 1916 and the 
company’s finances have been further 
strengthened during the first six months of 
the current year. In 1916, Nevada earned 
net, $15,002,051, equal to $7.51 on approx- 
imately 2,000,000 shares of stock outstand- 
ing. After the payment of $7,497,963, or 
$3.75 per share in dividends, there was 
carried to surplus $7,504,088. The com- 
pany wound up the year with an inventory 
of metals on hand and in transit amount- 
ing to $9,265,013 against $4,998,829 in 
1915, and cash and cash items of $3,130,907 
against $486,161 in 1915. In addition 


the company had at the end of 1916, 
$494,375 invested in marketable securities 
against nothing in 1915. The earned sur- 
plus of the company was increased from 
$5,201,143 as of December 31, 1915, to 
$12,939,510 at the end of 1916. 


Dividend Outlook 


At present Nevada is paying at the rate 
of $2 per annum in dividends and for the 
current year has paid $1.50 on the regular 
dividend account and $1.65 on the extra 
or “capital” account. If the burden of 
war taxation and increased costs should 
compel a general reduction in copper 
dividend rates, doubtless Nevada would not 
escape, but it seems in as about as good 
a position as any to maintain regular divi- 
dend rates. At a market price of 17 Ne- 
vada yields nearly 12% on its present 
dividend basis, which is perhaps about the 
return it would be reasonable to expect on 
a mining stock of this character in times 
like the present. 


Copper Range 


Copper Range Co. has been in existence 
since 1899 but came into investment and 
speculative prominence in 1915 when its 
capital was increased from $2,500,000 to 
$10,000,000 and it took over all the assets 
of the Copper Range Consolidated Com- 
pany. It is now the second largest pro- 
ducer of copper in the Lake Superior Dis- 
trict and has had especially prosperous 
years since 1914. It will be noted from 
the income and dividend table that it has 


. will be added to surplus. 


been adding to surplus only during the 
years 1915 and 1916 to an extent which 
would be appreciated by the stockholders. 

The table does not cover the 1917 earn- 
ings or estimates, but about the middle of 
November the company announced the full 
quarterly dividends for 1917 amounting to 
$10 for the year or $2.50 for each quarter. 
It is claimed that these dividends will be 
earned over and above all federal income 
and excess profits taxes and that there will 
be a balance to be added to surplus but 
there is given no estimate as to how much 
In 1916 over 
two million dollars was added to this ac- 
count, and even with the excellent earnings 
forecast, it would seem extremely doubtful 
if a like sum can be added to surplus this 
year. 

During October the Boston Commercial 
commented upon Copper Range as follows: 
“It is one of the wonders of the Lake Su- 
perior district that this mine can continue 
for such a long period to get out such high 
quality rock. It now averages better than 
35 pounds to the ton. Like all the proper- 
ties in this district, costs have risen and the 
difficulty in maintaining a full working 
force is apparent.” 

So in spite of the fact that Copper Range 
has higher qualifications over other com- 
panies, it has the same family troubles at 
least in proportion as all the others. The 
1916 figures were based on sales of copper 
at 25.28 cents per pound and this price will 
have to fall with others and all companies 
placed on the same price fixing scale. Ten 
dollars per share was the dividend paid in 
1916 and the same rate prevails for this 
year. But in 1916 the earnings were $15.40 
so that on the same basis of forecasting for 
1917 much of that $5.40 over will go for 
taxes. The company will have to earn more 
than $15.40 to keep its same position in 
the investment and speculative field. 

The position of the stock appears no dif- 
ferent from other copper companies. A 
study of transactions during the past few 
months does not show any accumulation of 
stock by the large interests. In fact every 
result of close analysis shows that distribu- 
tion is yet the principal element and share- 
holders need not be too optimistic as to the 
possibility of any upward movement. The 
price movements in copper stocks are more 
apt to show changes in intrinsic values 
than in many other Classes of securities, 
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and with the present unfavorable . factors, 
such as labor trouble, increased costs, and 
transportation difficulties, stockholders have 
rather cause for apprehension than for a 
comfortable outlook. This opinion takes 
into consideration the quality of the ore and 
the character of the business which is 
acknowledged to be above the average. 

Naturally if conditions are forecast by 
the present price of the stock, one might 
suggest that much has been discounted. 
But the time for purchase does not yet seem 
to have arrived and, should there be no 
alleviation of present difficulties, it is not 
inconceivable that the coming year may see 
a reduction of the dividend. 


Miami’s Decline 


Miami is also breathing hard after its 
breathless run-down on the 1916-17 tobog- 
gan from its dizzy height of 50 in the cop- 
per-boom of 1916 to its recent modest low- 
of 25, registered in the reaction slump of 
1917; and looks distinctly limp at its pres- 
ent quotation around 28. 

The high of 50 was staged in an at- 
mosphere of rosy opulence, engenedered by 
the illusion of an apparently overflowing 
treasury. The heat of the October-Novem- 
ber, 1916, enthusiasm was maintained by 
added fuel in the shape of extras, com- 
menced in January, 1917, for the first 
time in the company’s history. A 50 cents 
extra was quickly raised to $1 in April and 
continued at the June meeting. Dividends 
of $5 regular and $2.75 extra (25 cents to 
the Red Cross) was sufficient proof of all 
being well—on the surface. 

But before taking a long range view of 


the future it is always well to look over the 
past, viz: 


I Il 

1911-1915 1916 

Average dividends paid $181 $5.75 
Average price of 22.00 40.00 
Average earnings a share 2.30 10.39 
Aver. selling price of copper... 15.10 24.46 


The signs of war-prosperity and inflation 
in these approximate figures are not want- 
ing to the casual student. If further evi- 
dence is required, two recent statements 
throw sidelights which might have been 
more timely in the joyous scramble of more 
optimistic times. Vice-President Channing, 
after the meeting October 1, 1917, said: 
“On account of the strike which we had 
during August and September, we thought 
it only fair to omit the extra dividend.” 
More recently, “Following dividends, $1.50 
and $1 extra, declared April 1917: $1.50 
and $1 extra declared June, 1917, were paid 
out of surplus and profits which accrued 
and were earned prior to March, 1913.” 


Down to Earth 


It is clear that the record price of 50 and 
the princely return of $7.75 never at any 
time reflected the true inwardness of the 
matter, and it does not appear that around 
current levels former sellers are desirous 
of taking back any stock. 

At around 28, Miami is getting down to 
earth again. The many factors of higher 
costs, smaller profits, and the menace of 
war taxes—not yet figured out or known— 
will at least hold it there, if the relapse is 
not even more severe than the feverish joy- 
ride of recent months. 








MELONS FOUND UNDERGROUND 


It is often said, in explanation of such productiveness, that the large divi- 
dends of oil and mining companies should not be considered dividends at all, 
but rather-a using up of the capital itself. Oil, copper, zinc, sulphur, and the 
other mineral products, come from the bowels of the earth; and when they are 
used up there is no more to draw upon. They are not permanent investments, 
like railroads or factories. This is true, but only to a certain extent. Often the 
so-called oil and mining companies are engaged in manufacturing to fully as 


great an extent. Often they add to their deposits of oil or other minerals as 
fast as any deposit is used up, thus always in reality keeping the capital intact. 
Then, too, many of them have paid such large dividends that the capital has 
been returned to the shareholders time and time again. Finally, many have 
deposits of ore that will last for generations.—The Saturday Evening Post. 

















Mining Inquiries 





No Time to Hold Speculative Mining Stocks 


R. W. J., West Point, Ga—Calumet & 
Jerome is a mining prospect with some 
promise, but the price of the stock fully dis- 
counts favorable developments to date. The 
company has shipped some ore, but not enough 
to class it as a producer” The stock certainly 
has speculative possibilities, but the wisdom of 
holding it in a market like the present with 
so many uncertainties surrounding industrial 
enterprises in this country, on account of the 
war, is open to question. We suggest that 
you sell it and reinvest your money in some 
sound dividend paying security when the 
proper time for “buying again” arrives. 


Where Magma’s Value Lies 


S. E. L., San Diego, Cal—Magma is an ex- 
cellent purchase for a long pull, but it should 
be bought outright only on weakness and held 
regardless of temporary market fluctuations. 
We cannot foresee what conditions may inter- 
pose to offset favorable developments in the 
Magma mine, in the event the war is pro- 
longed for a long time yet. The company will 
have to pay fairly heavy excess profits taxes. 
The real value of the stock lies in the potential 
value of its ores. 


Alaska Gold for the Long Pull 


J. B. L., Spokane, Wash.—There has been 
no new development in Alaska Gold and that 
very fact is bearish on the stock because con- 
ditions have been so discouraging that they 
could hardly be expected to change except 
for the better. Alaska Gold has been an 
unfortunate investment for many people. At 
its present price, it appears to have discounted 
the nearby unfavorable factors. For the first 
six months of 1917 interest charges were 
earned a little more than twice over. There 
is real value back of this stock in the way of 
large bodies of low-grade free milling ore, 
development, machinery and equipment, and 
it should eventually seek higher levels. Since 
you bought the stock at such high levels, it 
would seem inadvisable for you to take your 
heavy loss now, as the stock has speculative 
possibilities of an attractive kind if a holder 
is willing to look ahead for several years. 
We advise you to hold it for a long pull. 
However, we do not advise you to buy any 
more of the stock now. 


Anaconda One of the More Attractive 
Coppers 


H. D. L. Nashville, Tenn.—Generally 
speaking, the coppers are still selling high and 
we do not think they are yet in a position 
to buy indiscriminately for investment. 
However, Anaconda is one of the strong mem- 
bers of the group and perhaps this stock 


might be advantageously purchased outright, 
but as the technical position of the stock 
does not show “inside” buying, we believe 
an opportunity will soon be afforded to pur- 
chase at lower levels, which would, of 
course, be more satisfactory than buying 
now. 


A Low Priced Copper with Possibilities 


C. A., Akron, Ohio.—Consolidated Arizona 
Smelting has made very satisfactory progress 
during the past year. The stock is as yet 
considerably removed from becoming an es- 
tablished dividend payer, but the management 
is working along sound lines and the smelt- 
ing and mining costs have been reduced ma- 
terially in the last year or two. Still the com- 
pany is a high cost producer and it is doubt- 
ful if it can show any margin of profit at all 
with copper less than 14 or 15 cents a pound. 
The stock must therefore be regarded as in 
a speculative position, since the company is 
now benefiting from abnormal and temporary 
prosperity in the copper industry and cannot 
expect to maintain earnings at the present rate 
indefinitely. It is a fair long pull specula- 
tion, and if you own it, we advise you to 
hold it, if you care to assume the risk. We 
do not advise a purchase at the moment. 


Dome Mines and Taxation 

M. B. G., Rochester, N. Y—Dome Mines 
has suspended dividends and is in an extreme- 
ly uncomfortable position on account of heavy 
Canadian taxation. Eventually, this property 
will probably pan out alright, but in view of 
the uncertainties as to the duration of the 
war, we do not consider it advisable to hold 
the stock now for a long pull especially when 
so many established dividend paying securities 
may be purchased at panic levels. 


Ray Consolidated’s Promising Future 


R. O. S., Cincinnati, Ohio—Ray Consoli- 
dated is one of the better grade investment 
coppers, and in time should be intrinsically 
worth considerably above present levels. 
Recent reliable estimates of the earnings of 
Ray on 23% cent copper, indicate only $3.30 
net (after deduction of excess profits tax), 
compared with dividend rate of $4 per share. 
The company will probably find it necessary 
to place the stock on a regular $2, annual 
basis, discontinuing extra payments. The 
Stock is now adjusting itself to this outlook. 
We advise you to retain your present holdings, 
and disregard temporary fluctuations, assum- 
ing that you are prepared to see it through 
any further possible decline. Its future is 
more promising, from the long range point of 
view, but, although it may go still lower, there 
is justification in the confident belief that the 
aoe will ultimately adjust itself to a higher 
evel. 
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The Powder Companies 


Prospects for Leading Companies—What the War Has 
Done for Them—Phenomenal Earnings—Their 
Chances for Profit on a Peace Basis 





By WILLIAM T. CONNORS 





F all the war stocks the earnings 
of the powder companies might 
naturally be expected to be the 
most explosive. Of the du Pont 

and Hercules companies, making smokeless 
powder, this has certainly proved to be 
true. Of the Atlas company, making black 
powder and dynamite, it has been less 
true. The Aetna has had more than its 
share of troubles, but is at last showing 
good earnings. 

The probable duration of the war is, of 
course, the great question that enters into 
the prospective value of all munition stocks. 
If the war is to last five years more, as 
some are predicting, the powder companies 


Up to the outbreak of the present war 
the company was doing a prosperous but 
not phenomenal business. Its net operating 
income was running about $5,000,000 or 
$6,000,000 a year. On a little over $16,- 
000,000 preferred stock it was earning 
from 30 to 40 per cent., and on $29,428,000 
common it was earning from 13 to 18 per 
cent. In 1913 and 1914 the preferred paid 
5 per cent. dividends, and the common 8 
per cent. 

The great war poured almost fabulous 
wealth into the coffers of this company. 
The tremendous extension of the business 
made reorganization desirable, and in 1915 
the present company was formed, with a 








TABLE I—DU PONT’S CAPITALIZATION 


Common stock (par $100) 

Common in reserve 

Debenture stock 6% cum. voting 
Debenture stock 6% cum. nonvoting 
Debenture stock in reserve 


Authorized 


60,813,950 
*45,006 


*Estimated value of shares of sub-cos. not owned by present company. 








certainly have a bright prospect ahead of 
them. 

That is the speculative element in the 
powder stocks and predictions in regard to 
it are idle; but it makes these issues espe- 
cially attractive to the investor who believes 
the war must last several years longer. 


E. I. du Pont de Nemours & Co. 


E. I. du Pont de Nemours, the original 
founder of the great powder company, ar- 
rived in the United States in 1800, and es- 
tablished the first powder mill in this 
country near Wilmington, Del., in 1802. 
The business was never incorporated until 
1903, when gross business had reached 
over $25,000,000 annually. 


capitalization substantially the same as 
now outstanding, which is shown in the 
tabulation above. 

In 1916 gross income was more than 
twelve times that of 1914, and its net 
reached the stupendous sum of $82,107,- 
693. Even on its increased capitalization 
it was able to pay and did pay 6 per cent. 
on the debenture stock and 100 per cent. on 
the common, and still carried forward to 
surplus $19,598,821, equal to over 33 per 
cent. on the common outstanding. 


New Fields 


In the meantime the company has been 
extending its business into new fields. The 
manufacture of an artificial leather called 
fabrikoid, based on soluble cotton, started 
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as an experiment, is now going on at two 
‘plants, at Newburgh, N. Y., and Toronto, 
Can., at the rate of about 60,000 standard 
yards a day. Harrison Bros.’ plant for 
making aniline salts and acids, from which 
dyes are produced, has been acquired, and 
there are reports that the company has its 
eye on the Federal Dye & Chemical plant 
also. It is expected that after the war du 
Pont’s excess plants will be turned into dye 
works. 

Last August the company announced that 
it had begun the construction of a coal tar 
dye plant at Deepwater, N. J. The ex- 
plosive and the coal tar dye industries are 
naturally closely allied. The company 
starts in the dye industry with the neces- 


only once a year, its current earnings are 
not known, but judging from results in 
1916 they will be large. Something like 
half of them will go to the Government un- 
der the excess profits tax program, but even 
so it is probable that the amount left for 
the common stock will be large. 

Equities behind the stock have been in- 
creased enormously. At the end of 1914, 
property, patents, real estate and invest- 
ment securities were scheduled in the bal- 
ance sheet at $57,053,000 and current as- 
sets at $26,379,000. At the close of 1916 
the same items were $135,527,000 and 
$82,325,000, respectively. 

The company is involved in litigation, 
the most important of wh.ch is in reality 








TABLE II—AETNA EXPLOSIVES’ PLANTS 


Location 


Aetna, Ind. .... 
Sayville, Ill. .. 


Goes, Ohio 


No. Birmingham, { 


Product 


vedas ss «eke Guncotton 
wala Seite o<'sde te Commercial powder 


Black powder 
Commercial powder 


I Ea Siw oes tnsecteves Commercial powder 
Prescott, Ont., Can Fulminate of mercury 
Ishpeming, Mich. .............. Commercial powder 
Port Ewen, N. Y Blasting caps 
Sinnamahoning, Pa. ............ Commercial powder 
Xenia, Ohio Blasting caps 
SU, Os cowseveccccceccus Commercial powder 


e 
eet Smokeless 
Howard Picric Acid 


“NEY Pea | Guncotton 


Sitn@s capo cudccquad Smokeless powder 
re Picric acid 
NUN, TR 6 co wecccdccctes T.N.A 
aac ine 6 xe ca cael » 
Mt. Union, Pa 


N. T. 
Smokeless powder and T. N. T. 


Drummondville, Quebec, Can... .Smokeless powder 








sary raw materials, independent of Europe; 
with a strong chemical and engineering or- 
ganization ; with unequalled plant and lab- 
oratory facilities; with a thorough commer- 
cial organization; and with plenty of 
capital. AE 

The company’s powder capacity is now 
over 11,000,000 pounds of smokeless daily. 
It is expected that it can supply American 
needs and help to supply our allies also. 
New nitrate fields in Chile were recently 
purchased capable of producing 100,000,- 
000 pounds of nitrate yearly. 

A recent purchase is that of the real es- 
tate, buildings and equipment of the Betts 
Machine Co. of Wilmington. 


Present Outlook 
Since the company gives out earnings 


a family quarrel. In February, 1915, the 
Du Pont Securities Co. bought from T. 
Coleman du Pont for $14,000,000 common 
stock, which subsequently rose to a value 
of about $60,000,000. Suit was brought by 
Philip S. du Pont attacking the legality of 
this sale and endeavoring to secure these 
profits for the E. I. du Pont Co. The court 
directed that the stockholders vote on the 
matter, and the Du Pont Securities Co. fac- 
tion won. Hence these big profits will not 
accrue to the main company. Other litiga- 
tion of a less important scope is still pend- 
ing. 

It is, of course, the prospect of extremely 
heavy taxation and the presumably tempo- 
rary character of the demand for powder 
that causes the common stock to sell around 
280. What the company can earn for 
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its stock in peace times is an insoluble 
question. Dividends on the common are 
now at the rate of 4% per cent. quarterly, 
giving a yield of about 6% per cent. on the 
investment at 280. The stocks are unlisted 
and the market for them is sometimes nar- 
row, since they are closely held. The de- 
benture stock, which is practically equiv- 
alent to a bond, in view of the company’s 
big assets and earnings, is selling around 
96. 


Aetna Explosives Co. 


Aetna Explosives common stock, which 
has no par value but was issued at $20 a 
share, sold at $1.25 last April. Since then, 
although the company is in the hands of 
receivers, the stock has risen $10.75, a 
surprising advance for a stock in receiver- 


was then unable to secure profitable results. 

The company owns, either directly or 
through subsidiaries, the plants shown in 
Table N herewith. The receivers suspended 
the operation of six of these plants, which 
were not operating at a profit, but the 
Drummondville plant in Canada is recently 
reported as having been reopened. The 
company now has very little idle capacity 
in the United States, and even that will 
soon be busy again. 

Over $17,000,000 has been raised for 
this property at various times—<but that of 
course says nothing as to the present value 
of the business. A balance sheet was made 
up by the receivers July 31 last, and is 
shown in Table III. 

It is evident at a glance that the great 
question here is as to the item “Plants, 








TABLE III—GENERAL BALANCE 


Assets: 
Plants, equipment, etc 
Cash 


$13,993,021 


Notes receivable 

Accounts receivable 
Materials 

Finished product 

Investment 

Collateral securities deposits 
Deferred charges 256,422 


$25,489,961 


SHEET OF AETNA EXPLOSIVES 
Liabilities: 

Preferred stock 

Common stock 

Funded debt 

Notes pay., ete 

Deprec. fund 

Accident fund 


$25,489,961 








ship, especially under the generally dis- 
couraging investment conditions which 
have prevailed. 

Throughout its history, up to the re- 
ceivership, this company suffered from bad 
management. For example, the receivers 
have settled five claims against the com- 
pany for commissions aggregating $3,500,- 
000, for the small cash consideration of 
$40,000. But suits are still pending by E. 
W. Bassick and others for about $4,000,- 
000 additional commissions, a part of 
which is represented by notes issued by 
Moxham and Belin, formerly president and 
treasurer of the company. These pending 
claims represent more than $6 a share on 
the stock. It is not likely, however, that 
any such sum can be collected from the re- 
ceivers. 

The company was incorporated Novem- 
ber 24,1914, but there is little use now ir 


going into its history previous to the re- ° 


ceivership. It is sufficient to say. that it 


equipment, etc., $13,993,021.” Out of this 
sum, $11,219,494 represents military 
plants and equipment, and the question as 
to what these will be worth after the war is 
a very difficult one to decide. These plants 
were built at high prices for materials and 
labor and under an inefficient management. 
An estimate of their value after the war can 
be little more than a guess, but from all 
the information available I should hardly 
feel like setting a higher figure than $2,- 
000,000 as a safe one. 

This figure is a guess, not an estimate, 
but it is interesting to note that, allowing 
the balance sheet figures for all other items 
and figuring the preferred stock at par, we 
arrive at an asset value of about $7 a share 
for the common. 

But as we all know, assets do not make 
prices for any stock. That fact is easily 
shown by the price at which the common 
sold last April—$1.25. 

Turning to earnings, it is useless to go 
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back beyond the date of receivership. 
Since then the net income by months, be- 
fore amortization of any of the value of 
the military plants mentioned above, has 
been as follows: 


Earnings on a monthly basis of, say, 
$650,000 would mean at the yearly rate of 
nearly 135 per cent. on the preferred stock 
and $11 a share on the common—before 
depreciation or amortization of plants, and 
before the excess profit tax. 

A reasonable depreciation charge would 
perhaps be about one-half the current earn- 
ings. That would still leave earnings on 
the common of $5 a share annually before 
taxation. What the excess profit tax will 
be for this company is at present anybody’s 
guess. 

But the most serious difficulty with these 
figures is that we don’t know how soon the 
war may end. It would take three years to 
write off the excess valuation of the military 
plants on the basis above suggested—but 
the war might end in one year or at any 
other time, in which case the value of the 
stock would be problematical. 

In other words, the stock is essentially a 
gamble on the duration of the war—a hope- 
ful gamble, but still a gamble. The con- 
servative investor will naturally let it alone. 
As for the speculator, if he wants to deal 
in it he should buy cautiously on a scale 
down and should take fair profits when he 
sees them available. 


Atlas Powder Co. 


Under the anti-trust laws the courts com- 
pelled the E. I. du Pont de Nemours 
Powder Co. (the predecessor of the present 
E. I. du Pont de Nemours Co.) to sub- 
divide into three separate companies. One 
of these was the Atlas Powder Co., which 
was incorporated in October, 1912. 

This company makes dynamite and 
black powder. It has therefore not benfit- 
ed from the war to any such extent as the 
du Pont company, which makes smokeless 


powder, but its business has been consider- 
ably improved nevertheless. 

It has six dynamite plants, located in 
New Jersey, Pennsylvania, Michigan, Mis- 
souri, California and British Columbia, 
and seven black powder plants in Pennsyl- 
vania, Kansas, Illinois, Tennessee, Okla- 
homa, California and British Columbia. 
Its annual capacity is approximately 90,- 
000,000 pounds of dynamite and 1,800,000 
kegs of black powder. In 1915 the com- 
pany acquired the entire capital stock of 
the Giant Powder Co., Consolidated, and 
the Giant Powder Co. of Canada, Ltd., 
and in 1916 it took over the entire property 
and business of the Fort Pitt Powder Co. 

Gross sales in 1916 were $20,652,000, or 
substantially four times those of 1913, 
while total income was $2,940,000 against 
$503,000 in 1913. There is outstanding 
$7,198,000 of preferred stock, on which in 
1916 about 40 per cent. was earned and 6 
per cent. paid, and $5,002,000 common, for 
which 51 per cent. was earned. In 1916, 
25 per cent. dividends were paid on the 
common, the average amount outstanding 
during the year having been $4,656,000. 
The company now has no bonds. 

The regular rate on the common is now 
8 per cent., but extras of 3 per cent. cach 
were declared for the first three quarters of 
1917 and 2 per cent. extra for the fourth 
quarter, making 19 per cent. for the year. 

Like all the other companies benefiting 
from the war, Atlas will have a big excess 
profit tax to pay, and that is presumably 
the reason for the reduction of the special 
dividend from 3 per cent. to 2 per cent. 

Condensed balance sheets for 1913 and 
1916 are shown in the table herewith: 


ALTAS POWDER, ASSETS AND LIABILI- 
TIES, 1913 AND 1916 


1916 1913 
. $10,210,608 $3,301,163 
1,373,902 
33,243 


Assets: 
Plant, real estate, etc. . 


38,735 
Current assets: 
Cash 
Bills and accts. receiv.. 
Finished product 
Materials and supplies. . 


344,760 
856,817 
452,258 
1,232,221 
116,438 


2,245,658 
972,877 
2,952,662 
519,593 





Total assets........... $18,427,880 $7,710,801 
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Liabilities: 

Pref. 

Com. stock 

Funded debt 

Reserves 

Profit and loss surplus. 
Current. Liabilities: 

Interest on bonds 


Bills and accts. payable. 1,909,410 





Total liabilities $7,710,801 


Net work. cap. (or excess 
of current assets over 
current liabilities)... . 


$18,427,880 


$6,269,126 $1,861,450 


It will be noted that the increase in cap- 
italization has not been equal to the appar- 
ent increase in assets, and this is true even 
after allowing for the high scale of prices 
on which bills receivable, bills payable, and 
inventories are now based. Moreover, the 
bonded indebtedness has been eliminated 
and preferred stock substituted, and work- 
ing capital exceeds the par value of the 
common stock. 

At the end of last year net tangible as- 
sets applicable to the common stock 


amounted to $156 a share, and its cur- 
rent quotation in the market for munition 


stocks is now 165 to 170. From the assets 
point of view, therefore, the stock is not 
overvalued in the market. From the in- 
come point of view, we are as usual con- 
fronted with the question of what will hap- 
pen after the war. 

In 1913, on a peace basis, 10.76 per cent. 
was earned on $3,000,000 of common stock, 
which then followed $3,000,000 of funded 
debt. Since then the plant, real estate, etc., 
have, roughly speaking, been tripled and 
capitalization doubled. So far as can be 
judged, Atlas ought to be able to continue 
the regular 8 per cent. dividends on the 
common stock after the war. Under pres- 
sent investment conditions, this should war- 


rant a price around par far the security. 

Hence it is fair to assume that the pres- 
end price of 165 includes something like 
$65 a share to represent the prospect of 
extra dividends based on war earnings, or 
the accumulation of assets which results 
from plowing in war profits and carrying 
big inventories. 

I am inclined to feel that the stock is 
quite high enough at this price, considered 
from the investment standpoint. Various 
issues having, to all appearances, just as 
good earnings and general prospects are 
selling lower than Atlas. 


Hercules 


The Hercules Powder Co. is one of the 
three branches into which the du Pont Co. 
was split by the court decision under the 
anti-trust law. It manufactures dynamite, 
blasting powder, black powder and smoke- 
less, and it has been nearly as prosperous 
as a result of the war as the du Pont Co. 
itself. 

In 1914 it earned 15 per cent. on its 
common stock and paid 8 per cent. divi- 
dends; in 1916 earnings were 228 per cent. 
and dividends 99 per cent. In 1917 the 
company’s profits have been smaller, but it 
is still earning at the estimated annual rate 
of about 70 per cent. on the common stock 
and paying 2 per cent. regular and 2 per 
cent. extra quarterly. Taxes will of course 
cause a further reduction in earnings. 

The general conditions surrounding this 
company are similar to those affecting the 
du Pont Co. The present price is around 
245. The stock is unlisted and inactive. 
The company is carrying an unsually large 
working capital—nearly $21,000,000 at the 
end of 1916 against a little over $4,000,000 
at the end of 1914. 








OUR NEW TYPE 
Since the old 10-point type was too large to permit us to increase the contents of this pub- 
lication, without adding to the number of pages, and since the 8-point type which we tried 
and which was the equivalent of adding seven or eight pages to the Magazine, proved unsatis- 
factory to many of our readers, we have adopted a 9-point Caslon type, which in size is midway 


between the 10 and 8 points. 


This new type can be easily read even under trying conditions 


and at the same time permits us to add several more pages of matter to each issue which we 


could not have done had we reverted to the 10-point. 


We trust this satisfactorily solves our 


problem of adding to our editorial contents without greatly increased expense in these high-cost 
times and that our readers will approve of our plan to give them more than formerly for their 


money.—Editor. 
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Aetna—Plant at Drummondsville, Que 
has resumed operations. It was closed in 917 
when operations were not on a —— 
basis. he acid departments are being op- 
erated at capacity to manufacture sulphuric 
and nitric acids; output is running at the 
rate of 3,000 tons a month. These are 
shipped to plants in United States for com- 
pounding explosives. Judge Mayer author- 
ized receivers to erect, at cost of $200,000, a 
plant for manufacture of caustic soda, to 
expend $70,000 for alterations to plant at 
Carnegie, Pa., and $61,000 for a nitric acid 
plant at Emporium, Pa. 


Am, Pipe & Construction—Application has 
been made to the U. S. District Court for a 
decree vacating the appointment of Robert 
Wetherill as receiver. Mr. Wetherill was 
appointed September, 1917. It is contended 
that the facts in the suit did not entitle com- 
me to a receiver and that the court 

ad no jurisdiction. 


Am. Pneumatic Service—In half year to 
June 30 earned $1.51 per share on 126,576 2d 
pfd. This means a year’s dividend earned 
in six months. Profits for 2d pfd. for 1917 
ought to be close to $3 a share. The weak 


point is whether Government will continue 


the use of pneumatic mail tubes. On the as- 
sumption that use of these tubes will not be 
suspended, the dividend can be continued. 


Autosales Corp.—Was incorporated No- 
vember with $7,500,000 of authorized capital 
stock in shares of $50 each ($3,000,000 6% 
non-cumulative participating pfd. and $4,- 
500,000 common 6% and participating) as 
successor of Autosales Gum & Chocolate 
Co., sold at receiver’s sale. The operations 
by receivers for 21 months to Oct. 1, 1917, 
realized earnings of $389,620, being for 1916 
$207,839, and for 9 months of 1917 $181,781. 


Borden’s Milk—Following meeting of di- 
rectors of the Dairymen’s League, it was an- 
nounced that farmers would not increase the 
price of milk for December, but would con- 
tinue to charge on the October basis until 
the first of 1918. 


Carbon Steel—The proxy campaign waged 
by the Uptegraff party had as its chief argu- 
ment that president and several friends voted 
themselves $512,000 in bonuses, while allow- 
ing stockholders $300,000 in dividends. At 
the meeting recently it was decided that 
bonuses must be approved by the commit- 
tee and also by stockholders. The Whelan- 
Uptegraff committee recently won a victory 
in the West Virginia courts in the appoint- 
ment of a master to take the testimony of 
Mr. McKnight and others in a suit brought 
by stockholders against the company. The 
committee authorized such steps as may be- 
necessary on the $512,000 already paid out 
to President McKnight. : 


Connecticut Brass—Net for nine months 
to Sept. 30 were at the rate of over $700,000 
for the full year, 1917. 


Curtiss Aeroplane—Report, nine months 
ended Sept. 30, 1917, of company and sub- 
sidiaries shows: Sales, $9,877,281; operating 
profit, $2,713,639; expenses, etc., $764,059; 
gross, $2,102,032; net, $1,821,566. After de- 
ducting $315,000 dividend for nine months 
on preferred, there remains $6.90 a share on 
the common for the period, or $9.20 annually 
before war taxes. Profit and loss surplus, 
$2,107,139, compares with $824,474 Nov. 30, 
1916. Beginning Jan. 1, 1918, company will 
be turning out about $9,000,000 of aeroplanes 
and parts a month. Of this $4,000,000 will 
be taken care of in old plants and $5,000,000 
in the new Buffalo plant. 


du Pont de Nemours—Condemning as il- 
legal certain features of the plant for reor- 
ganizing and and financing the company, 
Vice-Chancellor Backes has granted an in- 
junction restraining use of corporate assets 
to retire capital stock in impairment of 
rights of bondholders. 


Eastman Kodak—Has been named as 
defendant in a suit filed by United States 
Aristotip Co. of Bloomfield. Violations of 
the Sherman anti-trust law are charged, al- 
legation being that company attempted to 
effect a monopoly of the sale of photo- 
graphic print papers. 


Federal ne — Te subsidiary of 
the U. S. Steel Corp. has received contracts 
from the Emergency Fleet Corp. for 10 
steamships of 9,400 tons each. As the result 
of high-pressure construction company has 
practically completed facilities in three 
months for building 12 big ocean freighters 
at its yards in the Hackensack Meadows. 
Buildings cover 10 acres. 


Mergenthaler Lin The net profits 
for year Sept. 30, totaled $1,883,159, a de- 
crease of $15,941. Balance sheet shows sur- 
plus $7,350,324, compared with $7,067,164 for 
fiscal year of 1916. Brooklyn factory turned 
out 1,882 machines during the year, the 
greatest number in company’s history. Sev- 
eral hundred old machines taken in ex- 
change were rebuilt. During the year 757 
additional printing offices installed the lino- 
type. 


Peerless Truck—Reported that General 
Vehicle plant on Long Island has been sold 
for $2,500,000. This plant was never a money 
maker, the profits which averaged about $8 
a share annually for the three years, coming 
from the Cleveland plant, which makes the 
pleasure cars and trucks. Peerless, with the 
proceeds from the sale, will have sufficient 
money to retire its note issue of $5,000,000. 
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Going With the Trend 


A Common Sense Plan for Building Up a Line of Long Stock 
in a Bull Market—A Question and Its Answer 


By THOS. L. SEXSMITH 





NE of the compensations in the 
career of one who is continually 
giving to the public, through. his 
writings, the results of numerous 

studies and observations in his chosen field, 
is that now and then it is his good fortune 
to be on the receiving end of a good idea. 

The world is full of people and all live 
people give birth to ideas, good and bad, 
from time to time. But a rattling good 
idea, with the refreshing element of some- 
thing of newness, is a rare thing. One is 
half inclined to figuratively reach out and 
slap the author of a helpful thought on the 
back and exclaim, “Good for you, old man, 
that makes effort worth while!” 

The receipt of the letter which is here- 
with reproduced was one of the many occa- 
sions when the writer of this article has 
been on the receiving end. For the benefit 
of the many wide awake people who make 
up the happy family of MaGazINE oF 
WALL STREET readers, the complete letter is 
given, together with the writer’s answer to 
the author’s query. 


An Interesting Letter 


“To the Editors, THE MAGAZINE oF WALL 
STREET: 
“Gentlemen : 

“For some time I have had in mind a 
plan of operating in the market, but before 
beginning it I would appreciate your candid 
opinion of it. 

“My idea is to wait until a panic or a 
large decline has brought stocks away be- 
low intrinsic values. Then to buy a stock 
which has a wide speculative swing, some- 
where near the bottom, and then to buy ad- 
ditional amounts of the same stock every 
few points up as the stock advances, at the 
same time, however, increasing the number 
of points margin on my total holdings. 

“To make this clear by a concrete ex- 


ample: Referring to the enclosed sheet, I 
intend to buy 20 shares of Union Pacific 
common around 110 with $500 capital. I 
would thus have a 25 point margin and be 
margined down to 85. When the stock ad- 
vanced to 119 I would buy 5 additional 
shares, making 25 shares I would have in 
all. My original $500, plus accrued profit 
of $180, would give me $680 in all, which 
would be equivalent to 27 points margin on 
my 25 shares, and keep me safe until the 
stock should decline to 92. 

“T would then buy an additional 5 shares 
at 127, another 5 shares at 134, and so on 
until the last lot was bought at 180. 

“You will note that with every purchase 
I am increasing the amount of my margin 
until I have a margin of 48 points. 

“I take a stock like Union Pacific be- 
cause on the long swings it has a range of 
from 50 to 100 points. Even in the last 
broad swing upwards from 1914 to 1916— 
a period in which railroad stocks moved 
very little for reasons you are familiar with 
—Union Pacific moved up to 152 from 112, 
40 points. At 152 as an 8 per cent. stock 
it was on a 5.3 per cent. yield basis. As 
a 10 per cent. stock; which I believe one 
can now consider it, it would have to go to 
190 to get to a 5.3 per cent. yield, so a rise 
on the next big bull market to 190 does not 
seem unreasonable. 

“Furthermore, with the apparent better 
feeling of the Public Service Commissions 
towards the railroads as a whole, it is pos- 
sible that the next big speculative move will 
carry a good speculative leader like U. P. 
even higher than 190. 

“Of course, if conditions should arise 
which threatened a turn in the market at 
any time before our stock reached the de- 
sired figure, I would sell out at a very fine 
profit. If my stock reached 190, and the 
market looked strong and likely to go 
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higher, I would, of course, hold on with 
perhaps a stop order a short ways below. 

“You will note from the attached sheet 
that by buying all the way up we double 
the profit I would have made by just hold- 
ing my original 20 shares. The only fea- 
ture I am not sure of is whether my margins 
are big enough to protect me against a tem- 
porary decline. From my study and ex- 
perience I am inclined to think my margins 
are ample, but I am, nevertheless, planning 
to have a reserve fund of about equal 
amount ready for an emergency. 

“Such a plan could only be started during 
a panic, but the results are so profitable 
that it is well worth the patience to wait— 
showing as it does 300 to 700 per cent. 
profit. 

“T trust you will pardon me for writing 
such a lengthy letter, but the plan to me 
seems to have such large possibilities that 
I am rather anxious to try it, and believe 
that the market will soon be right to start. 
Of course, I will wait until I am fairly sure 
of the money market. 

“I would appreciate your letting me 
know if you see anything seriously wrong 
with the above mentioned plan, and your 
opinion as to whether or not you think it 
would succeed in the next bull market. 

“Sincerely, 


” 


Our reply to the letter was as follows: 
The Answer 


“Dear Sir: 

“Beg to acknowledge receipt of your in- 
teresting letter in which you describe your 
proposed plan of taking a semi-investment 
position on Union Pacific around 110 if it 
should decline to that figure, and to buy it 
on a scale up, scaling your buying orders 
in such a manner as to progressively add 
to your holdings, at the same time increas- 
ing the number of points margin on your 
growing holdings. I must admit that your 
plan has much to commend it, and deserves 
consideration to say the least. 

“I note that you are chiefly concerned 
with the query whether the initial capital, 
twenty-five points, with an additional num- 
ber of points held in reserve, would be suffi- 
cient to see you through, once the original 
commitment had been made. 

“This is a point which you will readily 


understand no one may seriously claim to 
be in a position to answer for you. The 
question could not be answered in a posi- 
tive sense even in ordinary times. But the 
present state of affairs has nothing of the 
usual or ordinary about it. We are, as yop 
know, deep in the vortex of a world war. 
When it may end, and when the great busi- 
ness and investment machinery will again 
return to working conditions approximating 
those of normal peace times, we do not yet 
know. 

“We do know, however, that the war has 
already changed nearly all our former 
standards of measurement. In the twenty- 
year period prior to the beginning of the 

DETAILS OF BUYING PLAN 
Total Margined 
No. of Marginin down 
Shares Price Shares Capital Points 

20 110 2 $500 2 
119 680 
127 880 
134 1,090 
141 1,335 
148 1,615 
155 1,930 
162 : 2,280 
169 2,665 
175 3,025 
180 3,350 
190 4,050 

or 700% profit. 
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war, investment stocks of standing were 
always an excellent purchase whenever their 
market price reached or fairly approached 
a 6 per cent. income yield basis. Con- 
versely, they were always a good sale when- 
ever the market price had advanced to the 
point which had reduced the income yield 
to 4 per cent. or less. This readily under- 
stood and easily applied formula was in it- 
self quite sufficient to guide the investor of 
the period referred to. If he had selected 
his investments or speculations with care 
and intelligence, buying and selling accord- 
ingly as the cxtremes in yield were reached, 
he could have made a very satisfactory re- 
turn on the capital employed in his opera- 
tions. 
A New Standard of Yield 

“As I write this many of the highest 
grade investment issues are selling in the 
open market on a basis of over 8 per cent. 
yield. Measured by old-time standards they 
are now at a price which makes their pur- 
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chase a more attractive proposition than it 
would have been had one been able to snap 
them up at the extreme low prices of the 
panics of 1903 and 1907. 

“But the question still causes concern; 
has the prevailing low prices of investment 
stocks fully discounted the great advance 
in income yield on the world’s highest 
grades of security obligations? 

“Answer that question and I will tell you 
whether your 50 points margin will be suf- 
ficient to safely hold your intended purchase 
of Union Pacific at 110 through any fur- 
ther possible depression in prices before the 
beginning of the next grand bull movement 
which you very properly assume should fol- 
low on the heels of the present long decline. 


Loss Restriction Applicable 


“T would suggest that while you are still 
in doubt about the bottom for Union Pacific 
that you make use of the principle of loss 
restriction discussed in some detail in the 
Readers’ Round Table department in the 
November 10 issue of THE MAGAZINE OF 
Wat Street. You might buy your first 


lot.of Union Pacific at 110, if the oppor-- 


tunity presents itself, and place a five-point 
stop-loss on it. If it then declined to 105, 
you would be automatically put out of the 
market for the time being, with your orig- 
inal capital impaired only to the extent of 
five points and commissions. Should it 
thereafter decline to par, you might try a 
second purchase, with a like amount at risk. 
Finally, you should strike a level at which 
your five points margin protection would 
hold your purchase. With your original 
twenty-five points margin, and a little of 
your reserve used to pay commissions, you 
would have enough to make ive distinct 
trys for bottom. Five chances appear to me 
better than one any time. 

“Using this plan of procedure, there is, 
of course, the possibility of being stopped 
out, and then seeing the making of the real 
turn in the market which might deny a 
further opportunity to buy back again as 
cheaply as you sold out. However, I do 
not consider that risk quite as important as 
the possibility of losing your entire margins 
on the initial purchase. 

“Furthermore, any sharp rebound in the 
whole market which would be impressive 
enough to give evidence that an actual turn- 


ing point had been reached in -the long 
downward swing would more than likely 
be followed by a secondary reaction which 
would enable you to repurchase reasonably 
close to the former bottom, at the same time 
giving you a proper place for the location 
of your stop loss order. 

“Once the turn in the market comes, and 
you get in near the bottom levels, the odds 
begin to tend in your favor. As the market 
advances, you go along with it, adding to 
your line as the action of your stock en- 
ables you to do so, also adding to your se- 
curity by increasing the extent of your mar- 
gins. In a genuine bull market, which you 
require to make any large return on your 
capital, reactions should not exceed by any 
important amount 50 per cent. of the pre- 
vious advance. Anything greater than that 
in the way of a reaction from the upward 
trend should be looked upon with sus- 
picion. As long as your margins amply 
provide for the normal expectancy of reac- 
tion from a given point, with your reserve 
to fall back on, and start again if neces- 
sary, you are working along correct lines 
and your operations may be considered con- 
servative in so far as that term may be ap- 
plied to marginal transactions. 


Should Prove Profitable 


“If the expected upward movement de- 
velops in an orderly manner you are in an 
excellent position to take advantage of it, 
and your profits should, as you say, yield 
a generous return on the capital at stake. 

“One thing I should like to impress upon 
your mind in connection with the possible 
practical use of your proposed plan is that 
mapping out a course of action for yourself 
and following the course are two distinct 
things. Many well laid plans, attempted 
in good faith, are abandoned under the 
pressure of adverse circumstances or the in- 
toxication of early success. 

“If you think your plan has merit, as it 
certainly appears to have, and you decide 
to try it out at the first favorable oppor- 
tunity, by all means-do so. But once you 
start it, stick to it—see it through. It is 
only by such a test that you can establish 
beyond all doubt whether the plan is ac- 
tually as good as you think it is, and if so, 
is it suitable to your purposes and tempera- 


ment.” 








IE 





Technical and Miscellaneous Inquiries 





Wiring Orders 


Q.—I wish to ask you one or two questions. 
If I wire a broker to buy me 100 shares of 
stock, and I wish to sell stock later, how 
should I word my message to him. Should I 
say “Close out my 100 shares of Sou. Pacific” 
—or how ‘should I word my message? 

Ans.—There is no particular form in which 
you are required to wire your broker in giving 
instructions as to buying or selling stock. 
Simply make it plain as to the name of the 
stock, the amount and the disposition to be 
made of it, that is, whether it is to be bought 
or sold. It is generally understood that the 
stock is to be bought or sold at the market if 
no price is specified, or no limit is named. 


Excess-Profits Tax 


Q.—Am puzzled about the excess profit tax. 
Your statement on page 150 of the issue of 
Nov. 10 appears ambiguous. You say “the 
remaining income” (i. e. gross profits less ex- 
emptions) “is graduated according to the per 
cent earned on the capital invested.” This is 
exactly what it is not. In estimating the 
tax the only time that the invested capital 
becomes a factor is in the 7% to 9% exemp- 
tion. After this deduction is made and the 
other exemption is deducted from the gross 
profits, the balance is, as I understand it, the 
excess profit which is subject to tax. 

Now if my understanding of the tax is cor- 
rect, how is it a graduated tax on the capital 
invested, as you say? 

Can you straighten me out? 

Ans.—Section 201 of the law says that there 
shall be levied “a tax equal to the following 
percentages of the net income: 

“Twenty per centum of the amount of the 
net income in excess of the deduction (deter- 
mined as hereinafter provided) and not in ex- 


cess of fifteen per centum of the invested capi- 
tal for the taxable year”; etc. 

That is, the rate of the tax is determined by 
the per cent earned on the “invested capital 
for the taxable year.” If that per cent is not 
in excess of fifteen, then the company’s “net 
income in excess of the deduction (determined 
as hereinafter provided)” is taxed at the rate 
of twenty per cent. 

You have evidently misunderstood this para- 
graph of the law, perhaps because two differ- 
ent per cents are mentioned together—the 
twenty per cent tax rate, and the fifteen per 
cent earned on capital, 

ou have also misunderstood Mr. Connors, 
who did not say that this is “a graduated tax 
on the capital invested,” but “graduated ac- 
cording to the per cent earned on capital in- 
vested,” which is a very different thing. 


Loaning Rates 


Q.—Kindly explain the loaning rates as 
published in the daily papers, for instance, 
when the rate on a stock is given as 4%. 

Does the 4% mean that loans will be made 
on the respective shares at 4% and does it 
mean call or time loan? Also, what is meant 
by “flat”? 

Ans.—Your interpretation of the loaning 
rates is wrong in that 4% for example, does 
not mean that loans will be made on the 
stocks at this rate. What it does mean is 
that the man who lends the stocks will pay 
4% interest on the collateral which is put up 
to secure the stock. In this case, it is the 
stock that is being borrowed, and the money 
is being put up as collateral, not the money 
that is being borrowed on ste that is being 
put up as collateral. The term “flat” means 
that the stock is in such heavy demand by 
borrowers that they are willing to put col- 
lateral without receiving any interest thereon. 








SUGGESTIONS IN REGARD TO INQUIRIES 
The very heavy volume of inquiries which this publication is now receiving makes it nec- 
essary to ask our subscribers to co-operate with us in order that we may maintain and improve 
the high quality of service which the Investors’ Personal Service Department renders to our read- 


ers. We therefore suggest that: 


(1) Not more than two or three inquiries be submitted at one time. Occasionally a 
subscriber sends in a long list of securities asking for an opinion on each. The careful manner 
in which the Investors’ Personal Service Department handles its inquiries makes it impossible 
to give such inquiries the immediate attention necessary, without slighting other inquirers. 

(2) Write all inquiries on a separate sheet of paper, which should bear the writer’s name 


and address. 


(3) Enclose stamp or stamped and addressed envelope. 

The above suggestions are drawn up for the benefit and protection of our readers and those 
inquiries which conform with them will receive first attention. 

When a reader wishes a special investigation or a special analysis of a security or a subject 
we shall be pleased to submit an estimate of the special charge for such work. 
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